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PREFACE 


The work has been divided into three Parts. Part I (the 
present volume) deals with pre-war economic problems ; 
Part II is a study of our war economy, and Part III discusses 
post-war reconstruction in the light ot the Bombay Plan- 

A new feature of the book is the use of statistical methods in 
the interpretation of facts and for the study of trends. Econo¬ 
mics is a statistical science, and it would be desirable to equip 
every student of economics, reading for the Bachelor’s 
Degree, with some knowledge -statistical methods. These 
methods are employed in official reports which students are 
expected to read. For example, the chain index is used for 
the study of industrial profits in the annual Review of the 
Trade of India. The trend of birth and death rates and of 
mortality from certain diseases is indicated in the Census 
of India, 1941 , VoL I (Tables) by straight lines easily fitted 
by the method of least squares, and the Gompertz curve has 
been used for smoothing fertility rates. 

Any one, with a little patience, may learn to fit all the 
curves given in this book. 

A knowledge of curve fitting is not included in the 
University economics syllabus ; still I hope that the curves 
will interest some readers. The explanation is given in 
appendices or foot-notes, which can be easily skipped by the 
non-mathematical reader. 

I am greatly indebted to Prof. R. K. Sud of the English 
Department of my College for very kindly reading the 
proofs- 

Lahore 


2nd July , 1944 


BKIJ NARAIN 
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INDIAN ECONOMIC PROBLEMS: 

PRE-WAR, WAR AND POST-WAR 

CHAPTER I 

THE POPULATION OF INDIA 

THE CENSUS OF INDIA 

1. Method. The ‘one night theory.’ 

The census operations of 1941 differed widely in their 
circumstances and operations from those of the previous 
decades. Attention may first be drawn to changes of method. 

Our census used to be a simultaneous record, that is, it was 
taken at one time throughout the country. This does not 
mean that no enumeration was done except during the night 
of the census. But the results of previous enumeration were 
treated as provisional and counting during the census night 
alone produced the final figures. This ‘one night’ theory 
became unworkable on account of communal frenzy in the 
midst of which the census of 1941 was taken. The Census 
Commissioner does not believe that “any acceptable record 
could have come in the contentious areas from the one-night 
operations of the past.” 1 The one night theory had, therefore, 
to be abandoned. Counting was done during several days, on 
the basis of ordinary residence, casual visitors being ignored. 
House lists are always prepared to facilitate counting. The 
house list was extended so as to give a distribution of the 
persons in each house by sex and age. In one area (Lahore?) 
no acceptable record was possible and an estimate had to be 
made on the basis of distribution of the population by com¬ 
munity and vital statistics. 

2. Communalism and the Census. 

The census in India is not a continuous operation. It is a 
ten yearly ‘convulsion’. The enumeration is carried out for 
the most part by unpaid enumerators—“India has reached the 
very advanced position of having this enormous operation 
carried out by the people as a civic duty.’’ 9 This advanced 

1 Census of India , 1941. Tables 1, P. 10. 

1 Ibid, P. 17. 
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position has been reached by accident, not design. Now, on 
account of communal representation, very great importance is 
attached to communal percentages, and when the enumerators 
are unpaid, they may interpret their civic duty as duty first 
to their own community- There is thus a danger of the 
record being falsified by deliberate swelling of numbers. A 
good illustration is provided by the language and script 
questions. They have not been tabulated, the returns being 
unreliable, and the Census Commissioner has recommended 
that these questions be dropped from all future censuses 
until the population of India returns to sanity. 

3. „ New Features. 

There are several new features of the census operations of 
1941. An elaborate economic survey was carried out in the 
United Provinces relating to net income of the rural population, 
distribution of land in rural areas for different purposes, rates 
of rural wages, the size of agricultural holdings and other 
matters. 

Information has been collected for the first time in the 
census history of India which would throw *ome light on the 
fertility of women in different parts of India. Later we shall 
examine the returns for Ajmer Merwara. With their help we 
may calculate gross and net reproduction rates. 

We have also community determination for the first time. 
At previous censuses the sorting was by religion and by caste. 
The classification by religion is on the basis of “approach to 
unseen things. 71 And a Hindu or Muslim may not be religious, 
and yet wish to be included in his community. (The number 
of such individuals, however, cannot be large.) The distribu¬ 
tion by religion also came up against the difficulty of distingu¬ 
ishing between tribal religion and Hinduism ; the tribal returns 
according to religion were of little value. We have now no 
all-India caste returns and no returns according to religion, but 
by community. 

In particular cases, where a province or state required a 
caste record for administrative reasons, the information was 
supplied, according to broad sub-divisions, on payment. 

4. v! Rationalisation of the Census. 

A plea is made for rationalisation of the census by the 
Census Commissioner. The census is not to be treated as “an 
omnibus in which all seats are free.” The Central Govern¬ 
ment should bear the cost of tabulation of such material only 
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as is required for central purposes. This includes means of 
livelihood, community, civil condition, literacy, birth place and 
mother tongue. Any other information may be collected, but 
at the cost of the party wanting it. 

The following improvements in census methods have been 
suggested by the Census Commissioner :— 

(а) Continuity in census operations is desirable. The 
appointment of a permanent census commissioner is not re¬ 
commended but provision should be made for “between census 
consideration*’ of the results of the previous and preparation 
for the next census. 

(б) The one-night round should definitely go, census being 
taken over a period and related to the resident population. 
The house list should be kept permanent by correcting it 
annually ; house numbering should also be made permanent. 

(c) The synchronised census is to be abandoned. The 
periods of enumeration in different parts of India need not be 
the same. “What suits Madras does not suit North India.” 

(d) Natural agencies such as village officers, patwaris etc. 
should be used for the census in rural areas, and the village, 
in place of the artificial block, made the original census unit. 
This will be possible when the time of year and the period of 
enumeration can be chosen so as to suit the convenience of the 
natural agencies mentioned. 

( e ) In towns the natural agencies for enumeration will be 
sanitary inspectors, bill collectors etc. The abandonment of 
the one night theory and the basing of information on normal 
residence should remove ‘the nightmare’ aspect from the 
census in towns. 

We are warned that census figures are not to be regarded 
as correct down to the units, tens, hundreds and even 
thousands. In the case of all-India and British Indian popu¬ 
lations the limit of significance is the lakh, i.e., below the lakh 
the figures may not be accurate. 

5. ^Area and Distribution. 

The area of India is 1*58 million square miles, of which the 
provinces occupy about 8o5,00J aud Stales and Ag ucies 
716,000 square miles. The population ol India in ]9 + l was 
38 90 lakhs, of which 29,58 likhs lived in the provinces and 
9,31 lakhs in States and Agencies. The population of the 
major provinces and States is shown in the fable given below; 
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Table I. 1. 

Population in 194U In thousands . 
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150 

tiro 

Provinces 

205,800 

153,020 

142,789 

341 

15 2 

341 

Madras 

40,342 

24,557 

24,784 

301 

11-6 

361 

Bombay 

20,850 

10,817 

10,082 

272 

150 

861 

Bengal 

00,307 

31,747 

28,550 

770 

20*3 

431 

U. P. 

55,020 

28,860 

26,160 

518 

13-7 

16*8 

Punjab 

28,418 

15,383 

13,035 

287 

20*5 

42'5 

Biliar, 

C. P. & 

36,340 

18,224 

18,115 

521 

12-3 

28‘6 

Berar 

16,814 

8,430 

8,883 

170 

9-7 ' 

420 

Assam 

10,204 

5,383 

, 4,822 

180 

18-8 

782 

N.W.-F.P. 

3,038 

1,651 

1,387 

213 

25-2 | 

48'8 

Orissa 
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271 
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22-5 
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Ajmer 

4,535 

2,494 

2,041 

04 

16-7 1 
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307 

277 
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151 1 
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Baluchistan 

502 | 
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0 

8 2 

313 
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160 

02 

76 

106 
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Delhi 

States and 

018 

535 

383 

1,590 

443 
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Agencies 

03,180 

48,006 

45,183 
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14-5 

47-8 

Baroda 

2,855 

1,473 

1,882 

345 

18 6 

45-8 

Hyderabad 

Kashmir 

16,330 

8,347 

7,002 

198 

18’2 

40 6 

including 

feudatories 

4,022 

2,130 

1 1,802 

49 

10 3 

88’4 

Rajputana 

13,670 

7,170 

6,501 1 

1 103 

181 

84-8 

Travancore 

6,070 

3,045 

3,025 

1 792 

i 10*1 

105-0 


Both the provinces and states vary greatly in area and 
population. The United Provinces have the largest population, 
600 lakhs, followed by Bengal with 550 lakhs. Among the 
States Hyderabad is the most populous (163 lakhs). The 
area of Kashmir, including feudatories, is about equal to that 
of Hyderabad, but it has a population 4 times smaller (40 
lakhs). 

6. ^/Density. 

Similarly there are very great variations in density. Ignoring 
Delhi where density is exceptionally high on account of the 
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inclusion of a large urban area! among the provinces density 
is greatest in Bengal, 779 persons per square mile, and lowest 
in Baluchistan, only 9. Among the States density is 49 in 
Kashmir and as high as 792 in Travancore. 

It deserves to be noted that the percentage variation in 
population between 1901-1941 is +47*3 for the States and 
Agencies and + 37'0 for the Provinces. It would seem that con¬ 
ditions for the growth of numbers are not less favourable in 
States and Agencies than in the provinces. 

Density increased from 213 to 246 persons per square mile 
between 1931 and 1941. 

7. Causes of Growth of Density. 

There are three main factors determining density in an agri¬ 
cultural country, viz., configuration of the land, rainfall and/ 
irrigation. Hills and forests, as in the case of Kashmir, reduce/ 
the population in proportion to area. Where there are no 
hills and forests, and irrigation is not very important, density 
will be found to vary according to rainfall. The most densely 
populated regions of India are eastern Bengal and north- 1 
eastern United Provinces and Bihar ; they receive more rain-i 
fall than any other part of India except Assam, where af 
considerable proportion of the area is covered with hills and 
forests. 

The influence of irrigation as a factor in determining density 
is shown by the fact that the district of Lyallpur, with an 
annual rainfall of 12 inches, had a density of 368 per square 
mile in 1931 ; it must be more now. In 1891, before irriga¬ 
tion started, Lyallpur had only 7 inhabitants to the square 
mile. Take away the canals and Lyallpur would become 
a desert again. Referring to the effect of irrigation in increasing 
density the Census Commissioner says : M The Punjab pheno¬ 
mena show themselves this time in Bikaner where the Sikh 
has followed the water and produced a 40 per cent increase. 
Similarly in Bahawalpur, where you have an empty country 
suddenly presented with the means for filling it, the filling 
process starts at a high speed. In effect you have an open 
frontier” 3 . 

Industrial countries, such as those of Western Europe, have 
become independent of agricultural conditions. The growth 
of trade and industry makes it possible for the population to 
grow rapidly. A growing population requires more food, but 


Census of India , 1941, P. 28. 
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food may be imported. The best example is provided by the 
United Kingdom. The population of England and Wales 
increased rapidly between 1850 and 1910 while the dependence 
of the country on home-grown food steadily declined. The rate of 
growth slowed down after 1910, but not because of lack of food, 

8." Growing pressure on Agricultural Resources. 

In India the main occupation of the people is cultivation and 
the major portion of the national income is agricultural. Under 
such conditions a rapid growth of numbers is a cause for alarm 
rather than satisfaction. Why ? 

The area under cultivation cannot keep pace with the growth 
of numbers indefinitely. In the Punjab, for example, the 
possibilities of further extending the area under irrigation are 
extremely limited, and the same is generally true of other parts 
of India. If, now, population continues to increase at the 
rate of 15 per cent in a decade, or even at the rate of 1 per 
cent per annum, a hopeless situation will be created in a very 
few decades. In fact the rapid growth of numbers during 
1921-41 has created a difficult situation. The pressure on 
agriculture has increased in every part of the country, and this 
pressure is not relieved by nuch growth and progress of manu¬ 
facturing industries as has taken place. On the other hand, 
machine competition has created unemployment among cottage 
workers, who have been driven to the land for means of 
subsistence. 

The growing pressure of the population on our agricultural 
resources was noticed in several provincial reports on the 
census of 1931. 

As far back as 1901 Messrs. Risley and Gait, Census Com¬ 
missioners of India, mentioned localities, chiefly in parts of 
Bihar and in the east of the United Provinces, “ where the 
pressure on the soil is already felt,” but they hoped that 
scientific farming would increase the produce of the land so 
that 11 room would be found for an even greater population 14 . 
They also suggested “ that the dense population of certain 
parts of Bihar was only rendered possible by the readiness of 
the people to go on reducing their standard of living rather 
than tempt fortune by emigrating in search of spare land” 5 , 

The hopes entertained in 1901 have not been realised. 
Pressure on the soil has been relieved not by scientific farming 

4 Census of India , 1901, Vol. I, Pp. 86-87. 

6 Ibid. P. 4. 
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or emigration but by epidemics, as in 1911-21. The Indian 
cultivator has a remarkable capacity for reducing his standard 
of living, but there are limits even to that process. 

U. P. According to the Census Report for U. P. (1931) 
“a considerable body of agriculturists ” in the Indo-Gangetic 
plain, central and East, and Sub-Himalaya East, “cannot 
make ends meet on the proceeds of their cultivation” 8 ; a large 
proportion of tenants have holdings below the average. The 
possessions of the ordinary peasant consist in a little land, 
a pair of bullocks and seed for the next crop, and bare necessi¬ 
ties, z.e., “ the clothes he stands up in,” cooking utensils and 
an unsaleable house. Bullocks are often sold after ploughing 
and re-purchased later. “In many cases even seed has to be 
borrowed for sowing.” The pressure on the soil cannot be 
alleviated by breaking up fresh soil, for “there is very little 
fresh soil available in the province, especially in those areas 
where it is most required.” 7 

Bihar and Orissa. In Bihar and Orissa the proportion of 
the total area under cultivation in 1931 was slightly smaller 
than in 1921. “Nor can it be asserted that the yield per acre 
of the soil has been increased to any great extent by new and 
improved methods of exploitation”. 8 Agriculture is there to 
support the growing numbers. Are there any other resources ? 
“Practically none”, says the Census Superintendent (1931). 
The population “would appear to be exceptionably vulnerable” 
i.e., an attack of famine followed by epidemics would take a 
heavy toll of life. 

Bombay. Bombay is the centre of the cotton mill industry 
but even here “numbers have been forced back on the land’’. 9 
A greater burden than ever is being thrown on agriculture as a 
source of livelihood,” The decade 1921-31 witnessed “no 
great new sources of wealth'*. 

Madras : “Over much of the rural tracts of the Presidency,” 
wrote the Census Superintendent for M tdras in 1931, “the 
land is supporting as many people as under the present con¬ 
ditions it can without an alteration in standards’’ 10 . The 
saturation point has been reached in certain parts. In other 

8 Census of India, 1901, Vol. I, P. 40. 

7 Ibid., P. 48, 

" Census of India, 1931, Vol. I, P. 72. 

9 Cesnus Report, 1931, P. 24. 

10 Census Report , 1931, P. 46. 
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areas the population level of subsistence is maintained only by 
continuing emigration. 

Punjab. In the Punjab, as compared with the 14 per cent 
increase in population in 1921-31, the number of cultivators 
(workers) increased by 257 per cent. It is probable that the 
population dependent on agriculture increased by even a 
larger percentage. Referring to the “very big increase 
in the already numerous category of cultivators 1 ’ the Census 
Superintendent says : “The other resources of the province 
are obviously not keeping pace with the rate of increase in 
the population.” 11 

N.-W. F. P. As in other parts of India, agriculture is the 
main existing source of wealth in the N.-W. F. P. and it “has 
almost reached the limit of its expansion.” 

Bengal. There is room for expansion in Assam, and possibly 
in Central Provinces and Berar, but cerUinly not in Bengal. 
The Census Superintendent for Bengal (1931) thought that if 
agriculture were improved, Bengal could support at the 1931 
standard of living a population very nearly twice as large as 
that recorded in 1931 (50 millions). Judging from the terrible 
experience of this province in 1943, the expected improvement 
in agriculture has not yet come about. 

The 1931 tale is gloomy. For the 19 U story we must 
wait till the provincial reports bec3me available. But consi¬ 
dering the rate of increase during 1931-41, 15%, as compared 
with the 10’6 per cent increase in 1921-31, the pressure on 
agricultural resources to-day must be a great deal heavier than 
before, 

9. Emigration. 

External emigration, as an outlet for surplus population, 
has ceased to be of any account. The number of those who 
emigrated to foreign countries during the decade 1921-31 
is estimated at about 1 million. The Indian Agricultural 
Commission of 1928 stated that the annual amount of emigra¬ 
tion to Ceylon and Malaya satisfied their economic demand 
and could not be adequately increased. Ceylon was “slowly 
reaching the saturation point in absorbing Indian labour on 
the estates.” 1 ^ The emigrants to Ceylon were drawn chiefly 
from Madras. Since then there has been repatriation of 
Indians from Ceylon. The number of emigrants to all 

u Census Report , 1031, Pp. 221-222. 

u Report of the Agricultural Commission , 1928, Pp. 584-585. 



POPULATION 




countries between 1930-31 and 1939-40 amounted to 362,000. 
The number of emigrants who returned to India during this 
period was 860,000, For feeding her growing millions India 
must depend mainly on her own resources. Little help is to 
be expected from other countries. The doors of British 
Dominions like Australia, New Zealand and Canada, and of 
the United States of America, are tightly shut against us. 

Emigration from India is controlled by the Emigration Act 
of 1922- Migration of labour between province and province 
is unrestricted by Government with the exception that certain 
provinces can regulate or prohibit the migration of labourers 
to the tea-gardens in Assam. The Agricultural Commission 
recommended the abolition of all restrictions on the movement 
of labour throughout India. The Commission found that 
migration within India was not taking place to the extent 
which might have been expected, in spite of the fact that 
pressure on the soil was “extreme 1 ' in North Bihar, in the 
deltaic areas of Bengal and Madras, and in certain parts of the 
United Provinces. The factors which limit the internal 
movement of labour are three : (a) attachment to land, how¬ 
ever small be the holding of the cultivator, (b) indebtedness, 
which makes it difficult for the cultivator to leave the village 
permanently, and (c) “the important factor of ill-health.** 

Among the provinces which lose by migration, the United 
Provinces, Bihar and Orissa are most important. There is 
room for immigrants in Assam, but this province is rapidly t 
filling up. Burma used to attract immigrants from Madras. 
10/ Movement of the Population. 

The heavy rate of increase of population between 1921 
and 19+1 has been mentioned above. We may now consider 
the movement of the population since the beginning of Indian 
census history. The real increase of numbers, including 
Burma, between 1872 and 1931 is shown below :— 

Table I. 2. 

Real increase of numbers 


Period 

llndia (including 
|Burma) Millions. 

Increase per 
cent. 

1872-81 

3‘0 

IT 

1881-91 

i 24’3 

9‘1 

1891-1900 

I +’l 

T4 

1901-11 

I 187 

6‘3 

1911-21 

37 

1’2 

1921-31 

1 33’9 

10’6 
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These figures show the increase of numbers, allowing for 
two factors, (l) the additions of area and population included 
at each census, and ( b ) progressive increase in the accuracy 
of enumeration from census to census. The population 
recorded at each census, making no allowance for these two 
factors, is misleading. For example, the recorded population 
in 1872 was 206‘2 millions and in 1881, 253'9 millions—an 
apparent increase of 477 millions. The real increase was 3 
millions only —the famine of 1876-78 cut short the growth of 
numbers. Between 1872 and 1931 the population was increas¬ 
ing irregularly—a decade of rapid growth being followed by a 
decade in which the population was practically stationary. 
The decade 1881-91 was healthy, and the rate of increase was 
9‘1 per cent. In the following decade plague and famine 
checked the growth of numbers. The decade 1901-11 was 
free from any serious, wide-spread famine ; it was a period of 
'moderate agricultural prosperity’. The real increase of 
population was 6*3 per cent in this decade. It would have 
been greater but for disease. Malarial fever took a heavy toll 
of life in the irrigated tracts of Eastern and Central Punjab 
and the Ganges-Jumna Doab in the United Provinces where, 
in 1908 alone, the reporLed mortality from ‘fevers’ was nearly 
two millions. The Punjab, United Provinces and Bombay 
suffered severely from plague ; total plague mortality was- 
estimated to be 6‘5 millions, of which over one-third 
occurred in the Punjab. 

The outstanding feature of the decade 1911-1921 was the 
influenza epidemic. The Great War falls in this period, but its 
effect on the growth of numbers was negligible. Economic 
conditions were favourable till 1917. The monsoon of 1918 
was feeble and that of 1919 was not much better. The out¬ 
turn of the chief food crops declined heavily and prices rose. 
Influenza came at a time of wide-spread crop failures and 
"wiped out in a few months practically the whole natural 
increase in the population for the previous seven years.” The 
actuarial report on the census of InJia put influenza mortality 
at 22 millions, or 7 per cent of the population. 

The epidemic affected rural districts more severely than 
urban districts. In the Punjab the mortality in urban areas 
was 36 per mille as against 51 per mille in rural areas. 
Mortality was under 5% among Europeans, about 6% 
among Indians of the higher classes who were able to 
obtain medical attendance, and over 50 per cent among the 
people in rural districts. The heavy mortality in rural areas 
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was due to lack of medical assistance and inadequate provision 
of diet, clothing, etc., in illness. 

The Punjab suffered severely from influenza but it still 
suffered less than the United Provinces and the Central Pro¬ 
vinces. At the end of the decade, the population of the United 
Provinces was found to have decreased by 3‘1 per cent and of 
the Central Provinces by 0'3 per cent, as compared with 1911. 

11. New Cycle of Growth. 

The rapid growth of numbers during 1921-31 was not 
unexpected in view of the small increase during 1911-21. But 
a decade of record increase of numbers was followed by 
another in which a new record was established. It is obvious 
that a new cycle of growth commenced in 1921. 

The following statement shows the growth of numbers for 
India, including States and Agencies, but excluding Burma, 
during the past 50 years : — 


1891 

Table I. 3. 

Persons 

(Lakhs.) 

27,94 

Variation 

(Lakhs). 

1901 

28,39 

+ 45 

1911 

30,31 

+ 192 

1921 

30,57 

+ 26 

1931 

33,31 

+ 324 

1941 

38,90 

+ 509 


The addition to the population in 1931-41 amounted to 
about 51 millions, which is greater than the estimated popula¬ 
tion of the United Kingdom in 1939 (477 millions). What 
has made this enormous increase in numbers possible ? 

* “From the middle of October to the November,” says the Census 
Superintendent for the Punjab, ‘'the state of the Province beggared 
description. Hospitals were choked, dead and dying lay by the 
sides of the roads, burial grounds and the burning ghats were strained 
beyond their capacity and corpses lay awaiting burial and cremation. 
Terror and confusion reigned supreme, the postal and telegraph 
services were disorganised, and a harrassed and depleted medical 
service struggled valiantly, but ineffectually to cope with the disease. 
During this period large numbers of the educated classes earned the 
gratitude of the sufferers by devoted self-sactrifice and social service, 
while medical students throughout the province rendered every assis¬ 
tance within their power, 1 ' Punjab Census Report , 1921, p. 60. 
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12. Birth and Death Rates. Mortality from Cholera, 
Small-pox and Plague. 

The explanation lies in a rising birth rate, a falling death 
rate, a marked fall in infantile death rate and the downward 
trend of mortality from cholera, plague and small-pox. These 
phenomena are best studied with the help of the accompanying 
charts. 



Fig. 1. 

Showing the rate of mortality from plague per 1,000 
in British India from 1020 to 1940. For data sea 
Table A. 3. 

The equation to the fitted straight line is : 
y — -381 — *0330 * 

(x = 0 for 1030) 

Let us begin with plague mortality. The rate (per 1000 of 
the population) shows considerable variations from year to year 
and in 1940 mortality was about twice as high as in 1920. But 
the trend of mortality was downwards. This is shown by the 
straight line passing through the observed values, represented 
by circles. The straight line has been drawn by the method 
of least squares. The explanation of this method of curve 
fitting lies beyond the scope of the present work, but the 
application of the method is easy (see Appendix A). The 
method is of great value for indicating and measuring trends ; 
it has been used for this purpose in the census Tables for 1941. 

The rate of mortality from small-pox (Fig. 2) also shows a 
declining straight line trend, but the fall is not very marked. 
The declining trend in the case of death rate from cholera 
(Fig. 3) is best shown by a parabola of the second order; the 
rate tended to rise, though not regularly, after falling to 0*3 
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Showing the rate of mortality from small-pox per 1,000 in 
British India from 1020 to 1040. For data see Table A. 8. 
The equation to the fitted straight line is : 

y=0*280— 0*003 v 
(* — 0 for 1030) 



The equation to the fitted curve is ; 

y 0'8004 —0*02429 #-0 00204 «* 
(«-0 for 1080) 





14 


PRE-WAR ECONOMIC PROBLEMS 


in 1923. It was 0'3 again in 1940. The theoretical values 
rise from 0'86 in 1920 to 0'93 in 1925 and 1926 and drop 
to 0*37 in 1941. 



Fig. 4. 

Showing the rate of infant mortality per 1,000 in British India 
, from 1920 to 1940. (Table A. 4) 

The equation to the fitted straight line is : 

' t/= 174 71 -1-44® 

(x = 0 tor 1930) 

There was during the period a very marked fall in the 
infantile death rate (Fig. 4). From 195 in 1920 infant 
mortality came down to 160 per 1,000 in 1940. 

The rise in the birth-rate (Fig. 5) is not less noticeable than 
the fall in the death rate (Fig. 6). But even if the birth rate had 
been stationary, the fall in the death rate, and the rate of 
infant mortality, and success in fighting disease which has 
reduced the mortality from cholera, plague and small-pox, 
would have caused a rapid growth of numbers. 

Of special significance is the fall in infant mortality. It 
has been calculated that if infant mortality continues to be 
160 per mille (the figure for 1940), the addition to the popula¬ 
tion irom this cause would be 6 5 millions in 1951 and ll’l 
millions in 19ol. If the trend continues to be downwards, as 
during 1920-40, the corresponding additions will be 7'0 
millions in 1951 and 13'4 millions in 1961. Such, in the words 




Showing tlic birth rate per, 1,000 in British India from 1020 to 
1940 (Table A- 4) 

The equation to the fitted straight lin- is : 

y—33‘714-fO'] 1 Oar 
(.r = 0 for 1930) 



Showing death rate per 1,000 in British India from 1920 to 1040 
For data, see Table A. 4. 

The equation to the fitted straight line is : 

y = 24 57 - 0 29a? 

(2 = 0 for 1930) 
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of the Census Commissioner, is "the nature of the portent 
exposed for the attention of governments and citizens alike. 

13.'/ Gross and Net Reproduction Rates. Fertility. 

Thanks to Mr. Yeats, Census Commissioner for India, 1941, 
we are able, for the first time, to form some idea of our gross 
and net reproduction rates. 

Table I. 4. 



| Total number| 

Number of 

Number of 

Number of 1 sur- 


'of children 

female child- 

survivors of 

viving women 

Age 

born per 1,000| 

ren born per 

each 1,000 

by whom pre- 

Group 

women pass- 

1,000 women 

female children 

sent women 


ing through passing through 

born. 

replace them- 


each group. I 

each group. 


1 selves. 

1 ' 

2 

3 

4 

5 

15—2C 

691’2 

332 

548*94 

182 

21—25 

1670'2 

803 

499 37 

401 

26—30 

1556'5 

748 

447’95 

335 

31—35 

902‘2 

434 

394'38 

171 

36—40 

430*5 

207 

33977 

70 

41—45 

188*8 

91 

285 - 3 2 

26 

46 - 50 

79'9 

38 

234 01 

9 


5519*3 

2653 


1194 


Gross reproduction rate : 2'65. 

Net reproduction rate : IT9. 

The child-bearing period is from 15 years to 50 years. Col. 
1 of the Table shows its division into six groups. Figures in 
col. 2 are called specific fertility rates. The specific fertility 
rate is different for each age. Here, for reasons of conve* 
nience, we have considered specific fertility by age-groups. 

Specific fertility rates are derived from actual data showing 
the total number of children born to females of different ages. 
Total children born per 1,000 females in the selected villages 
of Ajmer-Merwara are given in Table 3 of Appendix A- The 
data are irregular, and require smoothing to remove irregu¬ 
larities. The method used in all-India Census Tables, 1941, is 
explained in the Appendix. Having obtained smoothed figures 
of specific fertility, we work with these only, ignoring the 
actual data. 

Fig. 7 shows specific fertility rates for each age from 15 to 
50. We obtain a bell-shaped curve, with a longer stretch of 


w Tables, 1041 Vol. 1, p. 84. 
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tail to the right than to the left. The curve extends indefinite¬ 
ly od both sides* 



Showing specific ferLilily rates, or first differences of the 
Gompertz curve, shown in Fig. 16. For data, see Table A. 5. 

The number of children born (calculated) per 1,000 females 
is 14-13 for age 14, and 37*25 for age 15. The specific fertility 
rate for age 15 is thus 37-25- 14 13 = 23*12, and so on. 

The Gompertz curve describes a series in which the growth 
increments of the logarithms of y decline by a constant per¬ 
centage. These growth increments are first differences of trend 
values. When plotted on graph paper they produce a curve 
with a longer stretch of tail to the right than to the left of tlic 
maximum- or a bell-shaped curve with positive skewness. 

Grots Reproduction Rate. Between the age.. 1 b and 50, the 
total number ot children born per 1,000 females during the 
child-bearing peiiod is 5519'3. 

Children are born only to females. In calculating the 
gross and net reproduction rates male children are ignored. 

How many of the total children born in our example are 
females ? 

The ratio of male to female births in India is 108 male to 
100 female births. The excess of male over females at birth 
is a universal phenomenon. The ratio of female births to total 
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Unless fertility increases, or mortality declines, the popula¬ 
tion in countries with a net reproduction rate of less than l a 0 
must eventually decrease. 

Fifty years ago, Mr. Kuczynskf (to whom we are indebted 
for this beautifully simple method of calculation) tells us, the 
gross reproduction rate for western and northern Lurope as a 
whole was 2 1. lly 1911 14 it had fallen to 1'6 and in 1933 
it was 0'9. The meaning is, as the reader has already learnt, 
that 90 girls weie born to 100 women passing through the 
child bearing age. L\en if every newly born girl reached 
the age of 50 (which is impossible) the population is not 
replacing itself, and, unless conditions improve, the people as 
Mr. Kuc/ynski says, “are doomed to die out” . 

15/ Age-Composition of the Population. 

At any time there may be an e\u^ ot birth 1 - over death 1 
in a country and yet the population must eventually decline it 
the proportion ot children to the toUl population is tailing- 

As a h c statistics for 1 ) M aic not >et available, we may con¬ 
sider the 19j] return^. It is extremely unlikely that any 
change of importance has taken place. 

Age’-distribution take 1 a pvramulal form (see 1 ig. b). 

India lM.il 



Age 


Fig H 

Showing the age-composition ot the population ot India in 1931 


Population Movement6 Pp. 41-43. 



POPULATION 


21 


Table 1*7 

Age Distribution, India, 1931 Census.* 

Males Females 

Age groups 

Million Per cent. Millions Per cent. 


Total 

180* > 

100*0 

lOM'fr 

100T 

1— 4 

2( ‘ 1 

147 

27'0 

159 

5 9 

23*8 

13’ ’ 

:i*7 

12*8 

10—14 

M’h 

l^’O 

191 

11*2 

15 — 19 

lf.’O 

8*9 

15*9 

9 4 

20 —-24 

16'3 

9" 1 

1 b'7 

9\8 

25 — 29 

J 5'5 

S'h 

14 7 

8*7 

30--34 

142 

7*9 

1 28 

' 7'h 

35 39 

11*5 

h'4 

10*1 

5*9 

40- 44 

9*9 

5'5 

S'f) 

5’0 

45 -49 

7'b 

4* l 

h’h 

39 

50- 54 

I/O 

3M 

5*4 

3*2 

55--59 

4*2 

2*3 

3‘9 

2’3 

oO- hf 

3'3 

V< 

3*3 

1*9 

05 + 

3*8 

2*1 

3*8 1 

2*3 


As compared with most European countries our age-pyramid 
has a broader base and a narrower top, showing a higher 
proportion of children (below 15) and a lower proportion of 
old men (bb and over) in the total population. 

In India, changes in the age composition of the population 
are largely due to calamities like famines or epidemics. For 
example, in 1881 the proportion of children was below and of 
adults above the normal on account of the famine of 1876-78- 
The influenza epidemic of 1918-19 claimed a higher proportion 
of victims from the ranks of children and adults than old men, 
with the result that in 1921 the proportion of old men to the 
total population was abo\c the normal and of children and 
adults below the normal. 

* Statistical Year Book of the League of Nations, 1910-41, p. 25. 
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In countries of Western Europe the proportion of children 
to the total population has fallen and of old persons risen- The 
fall in the birth rate accounts for the former, and \ery great 
improvement m the conditions of life (success m fighting dis¬ 
eases and rise in the standard of living) for the latter pheno¬ 
menon. 

As an example, the proportion of females below 15 years of 
age to the total number of females in (iermany in 1925 was 
24 7 per cent., and in 1910, 33‘3 per cent. 1. The rise in the 
proportion of females over 50 is of no consequence from the 
point of view of growLh of numbers 

Age-groups 
liom top 
downwards 

7'0-f- 
(A )—70 
30 —60 
K) — 50 
IK)—40 
20—MO 
10—20 
0—10 


Showing the Hge-eomposition of the total population of Germany 
(males as well as females) in 1921 Note the shrinking of the first age 
block (0—10) at the bottom 

If the first age block shrinks, that is, ll there are fewer 
female children aged 0-5, there will eventually be fewer 
mothers of child-bearmg ages, and the population must even¬ 
tually decline, m spite of excess of births over deaths. 

Assume that the pass percentage in the l mversity Matri¬ 
culation examination remains unchanged, and also that there 
is no change in the proportion of successful students who, for 
one reason or another, discontinue their studies after passing 
the Matriculation. If the total number of students 
sitting for this examination fell, the pa^s percentage 

* Stalistiaches Yohrbuch, 1934, p. 12. 


Per cent 
of total 
popu¬ 
lation 



Germany 1921 
Fig 9 (fl) 
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Table I 8. 


Afce-Composition 





Germany 


India, 

1931* 



I ot il 1 opulation, 
per tent. 

Males 

Pemales 



IfeSU’ 

19101 1 

PUD j 


i 

0 

-10 

25 3 

'3‘4 1 

15 s 1 

38*0 

28*9 

10- 

-mO 

19*9 

.0*3 

0*4 

20*9 

20V) 

20- 

-30 

15 9 

h 4 

IS 3 

17*; 

1S> 

30 

- 40 

13 0 

13 / 

1 1 ’ 

14‘3 

135 

40- 

-JO 

10 1 

ni i 

1 >"■) 

9 7 

S 9 

50 

-< 0 

S 0 

V 

9*h 

5 l) 

5*4 

( 0- 

-70 

5 1 

■) 1 

h 1 

2*7 

1 S 

70 

ami o\ei 

T 

> s 

3 1 

1 1 

1 3 



lutro 

I li 0 0 

luO 0 

100*0 

100*0 


*U\\li \ol I, p 2U2 
t Slat \ nlnbmh f)r l ht, p 12. 

\ ( rnsu\ fOpml, VlV Vol I, p OS 


Per cent of 
tcilTl 

populition 8 0 


25 3 



^Rc-ffroupb 
from top 
downwards 

70 + 
00—70 
50—60 
40—50 
HO—40 
20—80 
10—20 
0—10 


. Fig 0 (b) 

Showing the'igr <omposihoriofthrtot.il population of Germany 
mjle^t as well is lem ilc «>) 

This Cxirm in ige-pyrimid of 1880 is regular like our own at the 
present time 
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and the proportion of students who discontinue their studies 
remaining unchanged, the number of college students must 
fall. 

With our birth rate not lower than before (the rising trend 
may be ignored) there is little danger of a declining trend of 
population setting in on account of the shrinking of the first 
age-b)ock. 

16. Scarcity of Females. 

The census figures for 1941 (as those of the preceding 
censuses) reveal a deficiency of females in the total population. 
This deficiency is greatest in the Punjab. Of a total population 
of about 389 millions in 191-1, JO I million were males and ls8 
million females. Per 1,000 males there were thus 935 females- 
For the Punjab this proportion is 847. Taking all ages 
together, there were per 1,000 males 954 females in India in 
1911, 946 in 19J1, and 940 in 1931. The proportion of females 
per 1,000 males in the Punjab has varied a* under : 


1881 

Proportion of females 
per 1,000 males in 
the Punjab. 

844 

1891 

850 

1901 

854 

1911 

SI 7 

1921 

828 

1931 

831 


The figure for 1941 (847) would suggest some improvement. 

There is a deficiency of females at birth also in Europe, but 
there the death rate among females is lower than among males 
and, consequently, the proportion of females to males in the 
higher age-groups increases, and in the total population there 
is an excess of females over males. The deficiency of females 
in the total population would seem to be a peculiarly Indian 
phenomenon. 

What is the explanation ? 

The deficiency of females at birth is not a satisfactory 
explanation, for, as we have seen, it is universal. A higher 
death rate among boys, who are constitutionally more 
delicate than girls in the earlier years, equalizes the proportion 
of the two sexes in Europe by the time adolescence is reached, 
and at the age of 4 or 5 in India. After that, in European 
countries, mortality among males remains relatively high on 
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account of their harder life- It is otherwise in India, and 
particularly in the Punjab. 

The Census Superintendent for the Punjab, 1931, seemed 
to attribute the preponderance of males in the Punjab to its 
peculiar requirements, the Punjab being ‘the gate*way and 
sword-hand of India.' 1 A more reasonable explanation is 
that conditions for life are harder for women than for men in 
the Punjab as also in the other provinces where a deficiency 
of females exists. Mr. Yeats says: “Nothing is ever single 
in the world of human causation and this matter of female 
defect is not separable trom a wide range of considerations 
which begin in nublic health and end in social custom, cover¬ 
ing, for example, *iich features as maternal mortality, early 
marriage and prohibition of widow remarriage.” 16 The 
purdah may also be mentioned in tins connection. 

17. Marriage. 

The Census Commissioner for 1 M31 estimated the ratio of 
females aged 0-15 who were married at 1% per 1,000 (144 per 
1,000 in 1921). The Sarda Act came into force a year before 
the census of 1931, and hence the rush to marry oil children. 

In Europe men marry generally at the ages of 27-28 andj 
women at the ages of 24-25. 

The proportion of married women per 1,000 women in 1931 
and 1921 is shown below: 


Ages 

1031 

1021 

15-20 

SIS 

771 

20-25 

8Kfi 

877 

25-30 

869 

893 

30-35 

824 

797 


The figures for 1931 are higher, and in view of the more 
rapid increase of population in 1931-41, those for 1941 for all 
ages of the reproduction period (15 to 50), may be higher still- 

Marriage is more general in India than in European coun¬ 
tries, but we have a higher proportion of widows. 

The privilege which Hindu widowers enjoy of re-marrying, 
denied to widows, explains the high proportion of Hindu 
widows, aged 15-40, 124 per 1,000, as compared with the 

11 Census Report , Punjab, 1081. I 1 . 150. 

10 Census Table , 1041, Vol. I, P. 51. 
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figure for widowers—43 (1931 census). The corresponding 
figures for Muslims are, widows 91, and widowers 36 

18 j| Expectation of Life. 

The expectation of life (mean after life time) for males and 
females in India at certain ages (1931) is shown below — 


Age 

Males , years 


Females , years 

0 

26 91 


26 56 

10 

36'38 


33*61 

20 

29 57 


27*08 

30 

23'60 


22*30 

40 

IS f 0 


18 23 

50 

14" 31 


14 f 5 

60 

10 25 


10 M 

70 

6*35 


6 74 

The expectation of life was higher in 

1931 than in 1911 and 

it must have risen in 1941 —on 

iccount of the improve 

ment in health conditions which 

made a rapid growth of 

numbers possible. 

It remind to be 

seen whether the progress 

will continue. 




The increase in 

the e\[) 2 c titnn of lift 

it birth in Germany 

is shown by the following figure ^ — 



Age 

M lies , v tars 


Jinnies \t irs 

1871 SO 

3o os 


38H5 

1 SSI-91 

3/ 17 


40*2") 

1891 1 400 

+0 56 


4o 97 

1901 10 

44 


4s 43 

1910 11 

47 ] 1 


50 t S 

1924-27 

DO 97 


58 s * 


The expectation of life at birth in Germany in l c »_>4 >7 was 
more than double of that in Indiim l l >31 1 he same is 

true of England and \\ ales 

19. Curve of Survivors 

Table 1 s guts the number of feinilt survivor, at certain 
ages (1931) The number of mile survivors is not materially 
different Ihe curve is a straight line witn a very slight 
bulge, *as may be seen from I lg 11 

As compared with 1881 there is s ime improvement, for the 
1881 hgutes show no bulge at all. 

We have noted the increase in the expectation of life at 
birth in Germany between 1871 72 and 1924 27. The figures 



Male sur\ivors in thousands. 
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Age in years. 

Fig. 10. 

Showing the number of male survivors, out of 100,000 born living, 
at different ages in India (10:11), and Germany. Even for the period 
1871-72 to 1880-81, the German curve is not a straight line. The 
bulge increases progressively, showing improvement in the conditions 
of life. For German figures for 1021-20 and 19:12-84 see Statistical 
Year Book of the League of Nations. 1988-30, p. 49, and for the 
earlier years, J. Conrad, Statistick, Part 1, p. 216. 
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Indu 10ai \gi in vei r«. 

Via H 

Showing the nuinbirof mile survivors 111 Tmlii out ol 100,000 
born living at difft rent igcs The o<|ti it ion ti the httel str light 
line is 

y- H 17- I 24x 
(v 0 for age 10) 

provide a strong contrast to Ind 11 The contrast is not less 
striking in the case of survivors, as may be spen fion Tig. 13 
Indians were longer lived in the past and the nitural 
expectation of life in ancient India was 100 years Our 
curve of survivors must have then possessed a bulge lil e that 
of the leading European countries at the present time. 

20. Town and Country 

Taking the population classified according to locality as 
386 millions, 333 9 millions, or S3 C J per cent, lived in localities 
with a population of less than 5000 (villages) and h2 1 
millions, or 16*1 per cent, in towns with a population of 5,000 




India Male survivors out of 
1()0 000 born living I igures 
in thousands. 


POPULATION 


29 


































POPULATION 


31 


and over. The following statement gives details of the town 
population :— 


Population 

Number of toivns 

Population living in 
them {millions.) 

5000-10,000 

3017 

20'5 

10,000-20,000 

733 

lO'O 

20,000-50,000 

321 


50,000 100,000 

‘>5 

(>"1 

100,000 and more 57 

15-0 


lotal 4,223 

02*1 


The rate of increase of the urban population is high—the 
proportion of the urban population to the total in 1031 was 11 
per cent- The Census Commissioner (10f]) says “I think it is 
time that it wa^ reali/ed that India is in lor uihani ition on 
a big scale and that it will ailed pionounccdlv the reajlv large 
towns rather than the smaller oiu ?1 . The number ol cities 
with a population of 100,100 or mure mctfa'-cd hum 35 
in 1 ( >31 to ^ m 1041, and the cit\ population increased 
during this period lr mi 0*1 to W 5 null lon*^. This means a 
rise of Si per cent, which m v\ be contracted with the 15 pel 
cent increase in population o\ei the whole < ountiv. 

The causes of accelerated inhainsitiou are the progress ol 
mai ufriLtiinng indiistne L , improved ,u lonimod ition in towns 
foi the middle classes, improved means of transportation in 
the shipe of the tiarn and the bus , and attractions such as 
restaurants and cinema houses. The progress of education is 
also a factor, and anti money-lender legislation in rertain 
provinces had the elfect of driving some money-lenders from 
villages to the towns 

The towns are growing irregularly and with then dirt and 
squalor are not a pleasant sight. There is urgent need for 
town improvement everywhere. “To approach Lahore in 
recent years from the air was to have the picture of some 
spreading sore, while Calcutta gave all the appearance of an 
octopus except that it had many more than eight tentacles”. 1 * 

\ plan for the development of India’s water-power resources 
would prevent over-crowding in towns by decentralizing 
industry. 

ll Census of India, 1941. P. 26. 

AH Ibid. P. 26. 
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21. Literacy. 

India enjoyed the unenviable distinction of leading the 
world in illiteracy in 1931. The present position is not exact¬ 
ly known. The increase in literacy in 1941 over 1931 was 
70 per cent for the whole population, of which the male 
increase was 60 and the female 150. In 1931, 17’4 per cent 
of males and 3‘1 per cent of females were literate. The 
Punjab has attained a literacy of 13 per cent with 140 per 
cent increase in 1931-41. The figure for U.P. is 8 per cent. 
Bombay leads the provinces with a literacy of 30 per cent for 
males and 9 per cent for females, Bengal following with 16 
per cent and 7 per cent literacy for males and females 
respectively. 

Travancore and Cochin have reason to be proud of their 
5b per cent literacy for males and 34 per cent for females. 

The Census Commissioner mentions radio broadcasts, politi¬ 
cal developments and anti-illiteracy drives among the factors 
promoting the growth of literacy. When people listen to 
public broadcasts, some of them, at any rate, will not remain 
content just to be told, lie lays stress on the point ‘‘that a 
democratic system based on heads is incompatible with a 
predominant illiteracy.”^ Our democracy is broad-based not 
only on illiteracy but caste and community. 

22. Community. 

1 he number per 10,000 of the population of the various 
communities is shown below. These are all-India figures. 

Table I. 11 


1 

1881 j 

1891 

1901 | 

1911 [ 



1941 

Hindus 

7,432 

7 231 

7,03 1 

6 931 

6,811 

6,821 


Muslims 

1,«74 

1 996 

2,122 


2,171 

2 210 

2,381 

Christi tins 

7:i 

79 

09 

121 

150 

BlMMf 

168 

.Tains 

48 

49 

45 

40 

37 

36 

37 

Sikhs 

73 

67 

75 

96 

103 

124 

147 

Tribes 1 

259 

323 

292 

328 

309 | 

236 

658 

Others I 



333 

853 

386 | 

385 

20 


Changes in classification are responsible for the very large 
variations under ‘Tribes’ and ‘Others'. Over the whole period 
the proportion of Sikhs has doubled ; the increase in the pro¬ 
portion of Muslims is comparatively less marked. What is 
most noticeable is the continued fall in the proportion of 
Hindus. When the figures are plotted on graph paper a 
declining straight-line trend becomes immediately apparent. 


19 Census of India, P. 82. 
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Tf the trend persists, the proportion of Fluids in the coming 
decade*? may he expected to fall as shown below : 

Proportion of Hindus per H) y (H)0 of the population. 


POJ 

19^1 

1971 

JOS] 

1Q91 

2001 



b4hO’J7 

o354'41 

^22S’55 

5 l W83 

5^SU ,c v7 



1‘Hl 19S1 1981 2001 


r<n u. 

Showing the declining trend of the proportion ol Hindu 1 * per 10,000 
of the population The equation to the fitted straight line is ■ 
t/- 008 t 7- li!> 9i(r 0 loi 1911 ) Sec Table A I. 


It is to he noted that it is the proportional strength of Hindus 
that his declined , the actual number of 11 indus is not decreas 
mg. The Hindus are a m ii ir community and the whole 
population cann >t increase by i luge percentage when a 
rn ii >r community is shrinking. The Hindus increased by 10 \ 
percent in 1021-31 (totil population incteased by 10*0 per 
cent) and their rate of increase during 1931-41 cannot be 
much less than 15 i. \ctuil figures are not yet available. 

Hie proportion il strength )f a community will ch cline if 
sister communities have a more rapid rate of growth. 

In regard to bukhs it was noted at the census of 1931 
that their 33 9 increase in 1921-31 was not an entirely 
natural increase of population. The Sikhs had gained converts 
from the Ma/habi section and also from Hindu lats and 
\roras, even in the eastern parts of the Punjab. 

Tn most provinces the rate of increase of Muslims w'as found 
at the census nf 1931 to be decidedly higher than that of 
Hindus, and particularly so in the Punjab. The Census 
Commissioner wrote : “Probably owing to the practice of 
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polygamy, of widow remarriage and on the whole of later 
consummation of marriage than is the prevailing practice 
among most Hindus, the Muslims are at present increasing at 
a greater rate. Mi0 

Fertility rates for the various communities, if they were 
available, would provide very interesting material for analysis 

23. Future Growth 

On account of the war Mr. Yeats had to combine census 
work with other duties. He had (oniempl ited writing an 
essay with a map showing India s forests, irrigation and water 
powers as backgrounds He ilso intended to give us a 
mathematical equation of popul uion growth Ml this has 
gone. 



Tig 15. 

Showing two curves fitted to tlu population of India 1891-1041. 
The observed population is represented b> circles 

The fundamental equation used is that of an autoc at at v tic reaction. 

It was originally formulated by tlu Chemist \\. Ostwald, and 
later elaborated by others 

The observed k's have been smoothed b\ a parabola of the second 
and the third order, giving curves P and P respectively 

Curve Pi suggests a population decline setting in about the middle 
of the decade 1861-71. 


20 Census Report, 1981, Vol. I, P. 390, 
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Mathematical cun es of population are not to be implicitly 
trusted V cur\e assumes certain conditions. If the conditions 
do not chaise, the population pi tdu ltd b\ a cur\e will 
matenanse, njt otherwise 

I here are special d *h ulties in the case of India, blfst, 
the population data do not co\cr a sufh lently long period. 
Second the mo\ iunt of populition is not regular. 1 he 
populati in h i" mere ise 1 f ir more i ipi lh dun ig the past two 
dicidts than t\cr before 

Fir India there tie two po sibihlies indicated by two equa 
ti ms represent tun »s a ‘'Prirs of K s lht reader is 
intiitei into the mWert ct tl i A in \ppendix \ The 
hist e ]\i iti in i^ i , uaboli oi the v i umi oi In and the second 
i ptrib 1 1 of it < tin 1 c) b r Wt m i\ c ill the iur\es P 2 
tnd I 31 [<■ ti\ 1 1\ 1 lu c il ul it< d po millions arc shown 

1 t luW 


Table 1. 9 

ObsLi 1 ctf an 1 mUn f iti / pop a it ion of India 
Uxihutm^ Burnt 1) 



Obscr\« cl 


l ih nl lUd 

Popul ition 


\tir 

popul it ion 






(l rorcs 

r 

A 

r 


WM 

“ 1 

s 1 1 

+ i 1 1 

1 ; s7 

- 03 

19 M 

^ 1 

- H 

+ >3 

«,*> lb 

+ 5f 

1 Ml 

SO 7 

. 19 

1 11 

) 4 > 

- 8S 

1 > 1 

3 ' 

( * a 

+ S') 

SO SO 

KJ0 

1 C M1 

' v s 

31 07 

+ 

33 Of 

f H 

bin 

3x ) 

0 

+ 0 

1 

3V01 

+ '01 

I m5 1 


4o f 7 

+ ni 

f4 70 

i M 

1 Ml 


53 9 + 

-in 

40 ( 0 

91 

1 1 7 J 


t '43 


50 0i 




( 9 33 


4t> 01 


1 


73 7“> 


1 


2 t'l 


75 fit 




>011 


76 64 





Both curves («=ee Tig. lo) assume the same maximum popu 
lation 76 7 crores. J he origin in both cases is the same, 
year 1940 = 0. The expected additions to the population are 
shown below. 
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Table I. 10 

Expected additions to the population . 



Curve P, 

Curve P 3 


(crores) 

(crores) 

1941-51 

6 75 

5*79 

1951-61 

b 27 

4*90 

1961 71 

8'49 

0'45 

1971-81 

<> 90 

- 3’14 

19M 91 

4'42 


1991 2001 

1 91 


2001-2011 

0'98 



The difference between the two vrsiin-* 1 -. striking. 
Curve P i show^> continuous nil 1 np\er ending gro vth -but in 
the final stages, as the cur\e appioa'hes the assumed m i\i 
mum, the population becomes prirtir nUv stntnnn»*y. But this 
will happen, according to curve P, when the nc\t renturv 
opens. In the meantim u we may e\p°ct an ullitni of h’75 
crores to the populition in 19+1-51 and bigger additions still 
in 1951-61 and 1961-71. Curve P 2 tikes n opti nist < view 
of the possibilities of expansion 

According to curve P 3 the pipulatnn vwd m*v m n a h the 
assumed maximum. Conditions gnetmtig th* grovth of 
numbers remaining unchanged, we mi) t xp^c t in alditni ol 
5*79 crores in 1911 51 and 4'99 (1 )r j s in 1 9j l o 1 The Liirv e 
rises to its maximum in aloit th" 11111 lie ol th > decide 19h1- 
71, after which a decline seU in 

Curve P is a better approximation to ob-erved v ilu p s but 
a curve is not always more lehable for ne lit ton on that 
account. 

Possibly curve P 3 is to 3 pes^imisti But 11 culv thetk 
to growth of number-* in In hi i-. far mo^ likelv than 
continued expansion as curve P would sugg st 

24. 1 Over-Population 

Over population is a lelative term The question hii to he 
con c ulered in relation to th° natur.il and other resources of a 
country When the source^ of wealth produi lion aie explod¬ 
ing more rapidly there is no over population 1 his wis the 
case in the United States between lhPLuid 1 L >00 While Lhe 
population increased about 3*3 times, labourers employed in 
manufacturing industries increased about 5 7 times, the work 
done by machines 4'3 times, and the value of industrial 
production about 15 times 

On the other hand, if the sources of wealth production 
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contract, signs of over-population would appear even if the 
population remained stationary. 

1 he tests of over-population are easy to apply loan agricul¬ 
tural country• Our main dependence is on agriculture. Is 
the area under cultivation keeping pace with the growth of 
numbers ' 

Hetween 1921 and 1941 the population increased by over 25 
per cent but the area under cultivation remained practically 
stationary 

* British India 



Net area 

1 ood- 


Net area 1 

food- 

\ tar 

sown with 

grains 

Year 

sown with 

grams 


crops 

Million 


i rops 

Million 


Million aires 

acris 


Million acres 

acres 

so 

210 

lVi 

1 M i 20 

223 

200 

1 (3o 37 

hi 

lh ) 

1920 21 

21 > 

1S7 

]'M7 3^ 

-13 

1 s7 

1921 22 

111 

-OS 

iy 3^ 34 

2(9 

IV' 

1922 23 

2'5 

205 

iy3y-4o 

210 

lh/ 

192} 2\ 

>2 > 

197 

\\eniie 

M | 

1S7 

Vver ige 

1 221 1 

399 


These fi-jurei hugest ill m^iry c inditions JVtween 1922 
23 and Hh) 40 the imgited area inc re is» d hv 7 million acres. 
Vn increase ii yiel Is must ha\i. tik<n nl ice Lven tlun the 
progress of agriculture has not kept pice with the growth of 
numbers 

We die confronted with a gloomy situation 1 here is 
imperative need, not only for increasing our agricultural pro 
ductiou for f< ding the growing millions, but also for developing 
uun igncultiiral siurus of income (jreater production of 
wtallh uid Lutur dianbuti n of it would mitigate distress 

Hut con idem g tl e si/f ot our population, continued growth 
at the late of 15 per cent in a decade must eventually lower 
the siandaid of living, low as it already is. The natural 
resources of the country are not unlimited Any solution of 
om population problem must include controlled production of 
human beings. 

\ rise in the standard of living of the masses may be 
expected to create in them i desire for higher and richer life* 
Vn enlightened, well fed, well clothed and properly housed 
population of 200 millions will be better than a crowd of about 
*00 millions, most of whom do not know the meaning of 
education and culture, economically speaking are more 
dead than alive, and exist only as balidan for epidemics. 




APPENDIX A 


1. Fitting a stiaight line 

Thr equation of a straight line is 

7 (t t 

a »s the intercept on the ?/u\is tnel b indie ales the rite of change. 
When b is plus tin stru_,ht Jim slopes down fiom n^lit to left and 
when b is minus il slopes down from Jell to light 

I wo normal < c|U ilions ire use el foi fitting i str light line 

(I) 1 (if) n« + 6' (r) 

(J) l(Ji/) a'(2)+b'(j’ ) 

1 1 m an ex iinplt we mi\ tike the ilee line ii the proportion of 

the Hindu coinnmnit\ 


Table A 1 

Fitting a straight line b\ t n n l th d o * hast s juart s. 
Hu propoilion of II mlus per lOOOOol the popuhtion 


a ear 

1 he 

prnpor 
tion of 

i 

i 1 

1881 

Hindus 

(7) 

74/12 


M 

1891 

72 11 

— 

4 

1901 

TO 14 

1 

1 

1911 

0911 

( 

0 

1921 

OSH 

1 

1 

1911 

OS 2 4 

o 

4 

ion 

<r»<n 1 

\ 

0 


48880 

0 

28 




"w aj 



a w > 

£ -C o £ 

U V ^ 

U 

i de id ited) 

— r SJ 

a«r 



o£ 

- 22200 

"III 1 

70 6 

- 1 1-402 

"2 11 i 

-4-4 5 

004 

•109 0 

+ 75 6 

0 

0981 7 

+ 52 7 

OSH 

08 j7 8 

+ 16 8 

1 10 48 

ir ii n 

-02 1 

107~0 

6000 0 

+ 1J 0 

- V521 

1 

+ 162 8 
-162-7 


36 



APPENDIX A 


39 


r=7 

- (V) =48,8*6 
l(*y)=-3,524 

1 (i) = 0 

1 OO- 28 

When the number ol terms is odd, as in the present ease, the origin 
is taken in the middle of the senes for ooiiv cnienec of calculation, 
i must be evenly spaced x for 1011 is. 0, lor 1001, -1 ; for 1021, +1 
and so on. 


As 1 (a?) — 0. our two normal equations become 
( 1 l 1 (y) na 
(2) l(tj/l-oKHj 

1 (V)--48,880, and n 7, 


a 


48,88b 

7 


008:1-7 


l(ry) —3,521, and 1(4*) 28 


The equation to the fitted straight line is 
xj 00811 7—125 0*. 

It onl\ lemmiis to calculate flu vulue ol y for dilTerent values of x 
\\ hen v -O, \J 608,1 7 -f (I 0083 7 

j -1,0 MUM ? + <-l -125 0) 6083 7 + 125 0-7100 0 

x - +1, y 608.1 7 + (1 ' 125-0) 0083 7 - 125 0 - 0857‘H, and 

no on. 

2. Fitting a parabola of the second order- Cholera 
mortality, 1920-40 

Three normal equations arc used for fitting a parabola of the 
second ordei, whose equation is 

V a j fct + tu 3 

'1 he normal equations arc, 

M y) — na + 6M a) + cl( v 2 ) 

i(*y)+ ) 

The number of tenns being odd (21) we take the origin in the 
centre ot the series, n (x) and ) are equal to aero, and our normal 
equations become 

(1) My)- na + tMt J ) 

(2) M xy)=b^ K x*) 

(3) M* 2 y)-ai(**) + bM^). 
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Table A. 2. 

Fittihg a parabola of the sccon l order to cholera 
mortality 1920-H). 


Year 

y 

X 

1020 

0 0 

- 10 

1021 

1 0 

0 

1022 

0 5 

- H 

1023 

0 3 

— 7 


1 2 

- 0 


0 5 

— j 


0 5 

4 

m T SB 

1 2 

3 

1028 

1 4 

_ >i 

1020 

1 2 

- 1 

1030 

1 d 

0 

1031 

0 0 

l 

1032 

0 d 

2 

103d 

0 d 

3 

1034 

0 8 

1 

1085 

0 8 

7 

1080 

0 0 

0 

1037 

0 4 

7 

1038 

0 9 

8 

10 JO 

0 4 

0 

1040 

0 3 

1 10 3 

10 


xy 


Vi 

- o-o 

60 0 

0-858 

-17 1 

153 0 

0 882 

-40 

32 0 

O'OOl 

- 2 1 

14 7 

0 015 

-72 

43 2 


- 2 7 

12 5 


2 0 

8 0 


3 0 

10 8 


-28 

5 0 

0 008 

1-2 

1 1 

0 801 

0 

0 

0 800 

0 0 

0 0 

0 843 

0 0 

1 2 

0 811 

0 0 

2 7 

0 774 

.1 2 

12 8 

0 732 

1 0 

20 0 

0 684 

3 0 

21 0 

0-632 

2 8 

10 f. 

0 77 7 

7 2 

57 0 

0 512 

*1 0 

32 l 

0 445 

3 0 

30 0 

0 372 

-18 7 

540 7 



n -21 

1(!/) 10M 

1(M/) -1ST 
l(l-i/) 310 7 

lx* 770 
It 1 -» 50000 


The equations to be sols ed art 

(1) 16’3-21a+770t 

(2) -18-7 770b 

(0) 540 7 -= 770m + 50600 <. 

If-'™, ' --■ 02121 ) 

i <0 


To And the value oft we solve equations (1) and (3) a* simul¬ 
taneous equations 

Multiplying equ itiou (1) bv do and subtracting the product from 
equation (d) we get 

Keiuation (d) 7 40 70-770a + 700M» 00t 

Equation (1) X 3b, 507 07 = 77Ua+2H2.1.1 iWe 


- 50 07-22132 07c 
-56 07 _ 
C “ 22432 07“ 


00251 
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To find the value of a, the \alue of r imi> be substituted either 
in equation (1) or in equation 13). 

*1) 10*3 = 21/1+770 e 

= 21 a - 1-U33H 
J0-3+l'«j58-»21<i 
18‘2558 =-21o 


/i =-8003 

The equation to the fitted i*ur\e is 

y ^ 8000 - 02*29* -- 0025 4 1 

What is // when x -9 ? 

y= 8000-(!l ^ - 0-2420) 18 I - 00251) 

= ■8008+ 21 SOI - 20571 
= 8822 
and bo on. 

Tlie \nine of >(v 2 ,, lii 1 ) , inaj be tnkrn Irom prr|>urret tables 
giwng the sums of natmul powers of r. 

As an exercise the tender ina> lit straight lines ttic data and 
equations foi which ate giwn below. 

Table A. 3 


Hales aj Mmtalily 



Hague 

Small pi»\ 

| t holern 

Year 

y ,V 

U .V. 

v y> 


1020 

40 

721 

■4 

310 

0 0 

■858 

1021 

■30 

0S7 

•j 

313 

1 0 

*882 

1022 

30 

*033 


■310 

0 5 

■901 

1028 

■DO 

■010 


307 

0 3 

■015 

1024 

1 50 

■585 

■2 

30* 

1*2 

•024 

1025 

■50 

*551 

3 

■301 

0 5 

027 

102G 

■80 

517 

T» 

208 

0-5 

*026 

1027 

20 

488 

*5 

•295 

1-2 

*919 

1028 

50 

* 149 

4 

202 

1-4 

‘908 

1029 

■30 

■415 

*3 

*280 

1 2 

‘891 

1930 

80 

381 

*8 

280 

1-3 

‘800 

1031 

20 

347 

1 

283 

■0 

■843 

1032 

•20 

313 

2 

280 

■il 

'811 

1933 

■20 

279 

1 

■277 

3 

■774 

1931 

•30 

■215 

■3 

27* 

■8 

*782 

1035 

■10 

211 

■3 

271 

•8 

08* 

1930 

01 

177 

1 

208 

0 

032 

1037 

■10 

■ 113 

■2 

■205 

'4 

575 

1038 

■00 

• 109 

*1 

202 

*0 

■512 

1030 

10 

073 

■2 

*250 

•4 

445 

1940 

70 

Oil 

3 

•250 

■8 

■872 
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Table A. 4. 


Birth Kate 


Death Hats Infant mortality 


Year 

?/<> 

y c 

ZA 

y i 

1 * 

| 

1920 

33 

32.7.71 

31 

27* 17 

19.7 

189-11 

1921 

32 

32*070 

31 

27*18 

198 

187*07 

1922 

32 

32*780 

21 

20*89 

17.7 

180 23 

1923 

31 

32*902 

2.7 

20-00 

170 

183-79 

192 t 

33 

30*018 

28 

20 31 

189 

181-3.7 

192a 

32 

33 131 

2 t 

20*02 

171- 

182*91 

1920 

33 

33 2.70 

2.7 

2.7*73 

189 

180 47 

1927 

33 

33 200 

23 

2.7*11 

107 

179 03 

1928 

31 

33*182 

2 t 

2.7 1 1.7 

173 

177*39 

1929 

33 

33 .798 

2 1 

21 80 

178 

170 13 

1930 

33 

33*71 1 

2.7 

21-.77 

178 

174-71 

1931 

3.7 

33*830 

2.7 

21*28 

179 

1 73*27 

1932 1 

:n 

33*910 

22 

23*91 

i 109 

171 83 

1933 

j 30 

31*002 

2:1 

23*70 

171 

170*39 

1931 

31 

31 178 

27 

23* 11 

1ST 

108-93 

193.“. | 

| 3.7 

| 31*291 

21 

23 12 

lot 

107*31 

1930 

30 

31*110 

23 

22*83 

102 

100-97 

1937 

3.7 

3 1 .720 

22 

2 *2 .7 1 

102 

104*03 

1938 

31 

31*012 

21 

22*2.7 

107 

103-19 

1939 

31 

3 1*7.78 

22 

21 90 

1.70 

101 7.7 

1940 

33 

31-87 1 

22 

21 07 

100 

100*31 




liquations 





llirth 1 air 


y 33 7 11 + 

*1107 




Death rate 


y - 2 1*77 - 

29 V 




Infant mortality 

y- 1 7 \ 71 - 

1 Ur 



Blague inorlalit\ y- 3K1-’0339i 
Small pox moitnlit\ 1 / -*2H0 - 00,‘lr 


3. Fitting the Gompertz curve 

The Gompertz eurve lias been used in the Census Tables, 1941, 
to smooth the tcrtiliU rates It lias the equation : 

\j = Kab\ 
lop y — lop__ (lop 

The followinp formulae aie used to find the value of the eonstants. 

hig tf 

} ' 1, lop // - 1, 1>P !/ 

, ^ f > ~ 1 

log a=(v, log y-tt log !/' ),■ 

log log y- ( 6 “~ J) log o] 
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The senes is disuled into three equal poitions. In our example 
there are Ob \ears of age and b - b 11 . 

The calculations are shown in table A 7 \\ e base Ra\ed a 

column 6\ 




S honin'* tin rmmbu of t/n/dnn both ptr / 0O0 ftmalis in fiftrm 
Hildas silutfd at window in Ajmtr-Mntuna (Census of 19/1 ) and 
the (lomhcrt*. mi it lor data, s u Tub If A i Tht r qua turn to tht 
fitted turn is , . . vf)n 

i/^mS 0 2119 oObbhOVi^ Sj ' ' L ) 

ithttf i — O for agt It and nureans by unity for ernh sucussne year 
of age 

1 lop y-1, lop y 11 70001 - Id 7Mil.J 1 211IH 
= 1 , log y - s , h»p y 1 1 "»Mi i ! - n jih ii in -moo 
= ■110088121 


b = 


= lop rOThOilOSOlO b Jop I 02117002 18? 

anli lop S17S7N02 

when ii = 0, h =( H17S jhh'U) - 1 ulun * 1, *>' — ■HT7H'*S892 

when i *2 6' = (817S»KHT2/»‘2 lop S178 78802 2 1(12017002:187 

= l-blOU18J77i 
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The difference between log 6(1-02:117092387) and 
log 6^(1*84631184771) is -07682007013. Subtracting this amount 

11 times from log h we obtain log 1 -07805108644, which is tlic log of 
6 1 *. To iind 6 1 , we subtract the difference between log b and log 6 1 

12 times from log 6 and take the unti log, and so on. 


Log log y - Mog«) 1 —10 397G9 

K “ s h J B!/ '|6>‘-J) 8 ( 119688123-l) a 


-(111 39709) 


- 162111108 
'( - -880311877 ) z 
• 2-175488936. 


(10 30709) 


-162U1108 
— "7719 190008 


When jr= 0, (log a)b' -2-173188930 
When jt - 1, (log a)b' ( - 2-173i88936i(-837858892) 
log 2*175488930 ‘33755088720 

log -H37S5SM92 1 92317098387 


Adding the two amounts ue get -26072781107 

This is precisely the result wc obtain b\ subtracting from the log of 
log a the difference between log b and’log h ( 07682907613). To 
find (log a)b \k c therefore succcssively subtract -07682907613 from 
the log of log a and take the antilog. For example : 

(logn)6\ when j - 35-lug 2 175188936- (35 X *07682907013) 


-- -33737088720 - 2 68901766153 


•‘*-61853922265 

antilog - *00715 1 8 wil'j the minus sign before it (log a 
having the minus sign betore it) 

*<»g * log 1/ - ^ ) log uj 


331 18 11- 


880311877 

12 . - 162111108 

- ^(3311811 f 11-8113708) 37166509 

antilog — 5.7SO-2139 


-2 1751.88936 


log a --2 175188936 8 821.71 1001 - 10-2 821511068 

antilog 006675919 


The equution to the fitted cur\e is 

?/ — 5.780*2139 -006675919)^ 8:?7858892 ) v 


where ac — 0 for age 15 and increases by unity for each successive 
year of life. 


The last three columns of Table ^ 3 require little explanation. 
The calculated values of r/ are found bv taking Lhe antilog of figures 
in the preceding toliimn. .Specific fertility rates arc the first differences 
of Ui (37 2"» “1 I 13- 23-1 and so onh The hrsl differences of the Gom- 
pertz curve nlwn>s give a hell shaped curve with positive skewness, 
that is. the curve has a longer tail stietching towards the right than to 
the leil. The calculations made for extending the curve in both direc¬ 
tions are shown in Table A.6. 
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Table A 5 

Fitting the Gompertz curve to Fertility llatc ^. 


Age 

V 

Log y 

J* 

(Log n)ft' 

Log k + 
^log «)&' 

y. 

Ilf 









14 






14*13 


15 

11 

1 04130 

0 

- 2 1751889 

1 5711020 

37-25 

23-1 

10 

104 

201703 

1 

-1-8227510 

1 -9238903 

8303 

407 

17 

143 

215531 

o 

1-5272090 

2 2191408 

105-75 

81-8 

18 

470 

2 07701 

3 

1-2795800 

2 1070013 

293-ir 

1274 

10 

407 

200959 

4 

- 1 0721130 

2 0715379 

172 04 

170*5 

‘JO 

000 

2-95850 

5 

■8982100 

2 8183713 

705-30 

232-7 

21 

1313 

3-11820 

0 

- 7520315 

2-9040193 

080-32 

281 0 

22 

1387 

.114208 

7 

- 030590I 

3-1100001 

1300-4 

320-0 

2.1 

1505 

319451 

S 

- -5283531 

3 2182978 

1053 1 

340*8 

21 

2205 

335507 

9 

- 112085 1 

3 3030055 

20130 

300 5 

25 

2443 

3 38792 

10 

- 3709080 

3 3757120 

2375 4 

301*9 

20 

3008 

3-40108 

11 

- -3107085 

3 1358821 

2728-2 

352-8 

l,Log y -33 1 484.If 



*.13 1 18 4100 



27 

3000 

347712 

12 

- -2003802 

3 1802707 

3003 0 

335-7 

28 

3514 

3*54580 

13 

- ’2181010 

3-5281910 

3370-7 

312-8 

20 

3381 

3*52905 

u 

- -1827890 

3*5038018 

3003 2 

280 5 

30 

3822 

8-58229 

15 

- 1531513 

3 5931090 

3921-9 

208*7 

31 

8813 

3 58127 

10 

- 1283102 

3 0183317 

1152 7 

230*8 

32 

4800 

3-08081 

17 

1075131 

3 0301375 

1350*5 

203-8 

33 

4030 

3 0001 1 

IS 

- ‘0900811 

3 0505098 

45.11-9 

178*1 

34 

5385 

3 73110 

19 

- -0751752 

3 0711757 

10900 

155-1 

35 

1771 

3*07801 

20 

- 0032370 

3 0834133 

4824 1 

1311 

30 

0000 

3 77815 

21 

0520812 

3 0930007 

4939-3 

115*2 

37 

1222 

3 02552 

22 

0113027 

3 7022570 

5038 0 

08*7 

38 

4583 

3*00115 

23 

- 0371053 

3 7091550 

5122*2 

84-2 

N 

—1 

Log 1/ 43*51013* 



*43-5101310"' 



30 

0400 

3 80018 

24 

- *0311011 

3 7151805 

5193‘8 

71 0 

10 

4878 

3 08821 

25 

- 0201111 

3 7205395 

52540 

00-8 

II 

5780 

3-70238 

20 

- 0218777 

3*7217732 

5300 1 

51*5 

12 

5001 

3-70080 

2/ 

- 0183301 

3 7283205 

5319 0 

43-5 

13 

4750 

3 07000 

28 

- .0153583 

3-7312020 

5380 3 

, 30 7 

11 

0000 

377815 

29 

- *0128081 

3-7337828 

5417 3 

31*0 

45 

5152 

3*71108 

30 

- 0107810 

3 7358003 

5413'1 

201 

10 

5222 

3 71781 

31 

- 0000335 

3 7370171 

5405 4 

22 0 

17 

6280 

3 79837 

32 

- 0075088 

3 7300821 

5483-8 

18’4 

18 

4002 

3 07130 

33 

- -0003110 

3-7103003 

5499 3 

15 5 

10 

0857 

3 83013 

34 

- ’0053133 

3 7413370 

5512-4 

13-1 

>0 

4330 

3 03019 

35 

- 005151S 

3-7421991 

5523*3 

100 

i'a 

Log y 41-70001* 



*44 7900000 
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Table A. 6 


Age 

X 

(Log a\ b' 

Log k + 

(log a) b' 

2/c 

First 

differences 

12 

-3 

-d-0980570 

0179009 

1 12 

11 

io 

-2 

- 00080521 

01-70985 

4'tl 

0 0 

14 

- 1 

- 2*5001857 

1 1501052 

14-10 

9-7 

51 

00 

- '0007000 

0 7 120200 

5520-I 

1-9 

52 

07 

- 0001252 

0 7405257 

5502 5 

7*7 

53 

08 

- -0020185 

:j 7-11-0021 

55-10 2 

0 5 

5 A 

00 

- 0021000 

0 711 1570 

5510-7 

5 4 

55 

10 

•0018082 

0-71 18127 

55.57’ 1 

4 0 

50 

11 

001.>102 

o 7451in: 

5550 7 

0-8 

57 

12 

- 0012001 

0-7 150005 

5500 5 

0 2 

58 

40 

- -0010812 

3‘7 155007 

5500-0 

2 0 

50 

11 

- *0000050 

07157150 

5508*0 

2 0 

60 

15 

- -0007500 

0 7158010 

5570*5 | 

10 


The modified exponential 

tf ~h f nb 

(fives higher Millies than the f.omperl/ emvc towards the end hut 
negative values for the earliest years, whir h have no meaning Tt was 
therefore rejected as unsuitable in the present ease. 

The modi lied exponential describes a seiies the growth increments 
of which decline bv a constant pci cent ago. In the ease of the (loin- 
pert/ curve the growth increments of the logarithms decline by a 
const mi l percent ige x ,, N v log//prov ide a \cry useful chock on 
calculations. II the calculated values dilfei mulcriallv from ohserxed 
values n mistake has been made somewhere. These totals must be 
approximately identical. 

v. Fitting a curve to the population of India, 1891-1941. 

The fundamental equation used in fitting the curve is 

log J 

a — jr 1 

wlieTC .r is the observed population in any year, a is the assumed 
maximum population which India may or in iv not attain, f, is the time 

when , and fv is a constant. 

I,--the year 1010. What was the population of Lidia in the year 
1940 ? 





Table A 7. 

/ tiling a (tini to the Population of India, IS'.II-t'jll. 
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Between 10*31 and 1941 the population of India increased from 13 8 
to 38 9 crores What was the log inthmic rate of increase ? 

log P (o = amount , p = pnncipil, t— tune) 


log 58 9 — Jog J 1 8 1 3899496-1 5299167 

10 "" 10 —'0001(1 >29 

log a = log p + /log 11 log U 8+ 9 X *00610329=1 5289107 + 0549296 


= 1 58)8401 
anti log 38 1571 5 

The estimated popul ition of Indii in 1910 was thus 18 35715 
crores Double of this 76 7 crores wt tike is our a The origin is 
thus fixed at 1940 foi which/ /, (l 

/-/, foi 1911 is 9 end tint lor 1911 -H 1891 is 19 \cirs removed 
from the origin 1910 mil t — t for 1891 is thus — 19 f and so on 

Having st c me d our a i nil tlu uIiimoI l-l wc proud to c ilru 
late K Irani the hind mu nt ll c quit ion wt k tin tint 

log 1 


h - 


a - x 


when \ — 2.7 9 (1891) wlnt is log 

a — T 


log 


27 9 

7h 7-27 9 


-log 27 9-log 18 8-1 11 >9012-1 088 H 98 
2 42SI >6 


Dividing 

0049551 


Hit vain 


Hus b\ / 

1 loi 1891 Ml 

h \ >r 1891 

is foun 1 to be 

ol 1 >g 

a 

f ir dilk ri nt irs 

is show n b 

b« 


log J 

« V 

f 'i 


1891 

2128156 

19 


1901 

2 1O02SS 

19 


191 1 

18 507 j 1 

29 


1921 

I " , 7979 > 

1 1 


19 >1 

1035106 

9 


1911 

+ 0121 .78 

h I 



Dividing these vuhits bv / t foi i it h vt ii we get Hie values ol h 
which wt t ill h (obstruct K ol i ol 1 tbit A ) 

The \ licit of K rises Iroru 0019 >»1 f n 1S9| to 0121 >78 lor 
1940 — a vtn uuisitk i lbk \ in ilion YYi snnotli the nsi bv fitting 
parabolas ol tin scion 1 P ) md tin thud oi In P to these v dues 
b\ the method ol k isl squints tin < d ulittd pop ilition is obtain 
ttl from tinst tbeorttie d values ot /v vuili Hu lulp ol tlu eqmtion 

r _alO K V 1 
1 -f 10* f 1 ^ 

wliert x the required populations 

Vt cording to the pinboliof tlu third order K for 1891 is 0019718 
I ct us turn it into population 

(76 7)10 -“*< ,KU97l8 > 

, + 10 - 40( 0049718) ‘ 
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(76-7)10;*^ / l \ 

1 + 10 41 tJ V 10 * J ,l V ' + 


70 7 l 

1-7523 + 1 7523 


10 
43771 
15707 


1 

10-- J 


s= 27-87. 


\A hat i*s x for 1041 ? 

_(?« 7)10 l * 1 71) 7 s 1 02!Hi 78 07032 

X ~ 1 + 10 '» 1 1+10200 2 0200 


3801 


The parabolas lilted to the sent s of A', enable us to Oml K for 
other yenis (shown below) und to calculate the future population 
The origin is so chosen that i regularly mos ing set of A’t. is 
obtained. 

Table A. 8. 

Pambuln uj the Second Order 



1 - 1 1 

1 1 

1 

lvr 

y 

1651 

11 

7 

0152651 

15 67 

61 

21 

8 

0178510 

53 01 

71 

:n 

0 

0206755 

62 1 f3 

HI 

41 

10 

0237367 

60 33 

61 

51 

1 1 

0270355 

73 75 

2001 

i.l 

12 

0305718 

75 66 

2011 

71 

13 

0313156 

70 42 

202 ) 

81 

1 1 

0383560 

76-64 



Parabola 

of the Third Ordir. 


1051 

11 

7 

0131020 

4 4-70 

1001 

21 

s 

*0121-075 

40 60 

1071 

31 

0 

00*8202 

50 05 

1 'IM 

Id 

in 

*0048001 

1601 

The mop' 

regular 

the move 

ment of K\ the more exactly 

it could 


be represented bv .1 111 ithematie.il equation and the better would be 
the fit obtained 

The technique we have employed is not more complicated than 
that of the famous Logistic of Prof Pearl. The Logistic, however, 
is a curve of population growth only. Il cannot reveal the possibility 
of a decline. The Logistic has the equutiou — 

K 



CHAPTER II 


Agriculture 

1. The State in relation to Agriculture. 

The Lancashire Cotton trade 'has frequently exercised con¬ 
siderable influence in shaping the agricultural policy of the 
Government of India’- 1 In 1869 the Manchester Cotton 
Supply Association suggested the establishment of a separate 
Department of Agriculture in each province. 

A Central Department of Revenue, Agriculture and 
Commerce came into existence and functioned from 1871 to 
1879. 

The Report of the Famine Commission of 1880 eventually 
led to the establishment of provincial departments of agricul¬ 
ture. 

The recommendations of the Famine Commission of 1901 
led to the establishment of co operative credit societies and a 
great expansion of provincial departments of agriculture after 
1905. 

An Imperial Research Institute was founded at Pusa. This 
Institute has now been transferred to Delhi. Other institutes 
are concerned with animal husbandry, dairying, sugar-cane 
breeding and veterinary research. 

The report of the Indian Cotton Committee of 1917-18 led 
to the formation of the Indian Central Cotton Committee in 
1921 with a legal status. The Committee is concerned with 
the improvement of cotton cultivation and marketing. 

At present agricultural research throughout India is directed 
and co-ordinated by the Imperial Council of Agricultural 
Research which is financed by the Central Government. 

2J Reports on the Improvement of Indian Agriculture. 

In 1889 Dr- J. A. Voelcker came to India to advise upon 
the application of agricultural chemistry to Indian conditions. 
His report may stil] be read with interest and profit. 

1 Report of the Agricultural Commission , 1928, P. 15. 
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Dr. Voelcker noted the diversity of agricultural conditions 
in India. “What is true of one part will not be true of an¬ 
other.” He did not regard Indian agriculture as primitive or 
backward. At his best, he found the Indian raiyat or culti¬ 
vator “quite as good as, and in some respects, the superior of 
the average British farmer.” 2 But Dr- Voelcker was struck 
by the absence of facilities for improvement—he refeired parti¬ 
cularly to water and manure- So far as ordinary acts of 
husbandry are concerned "nowhere would one find better 
instances of keeping land scrupulously clear from weeds, 
of ingenuity in device of water-raising appliances, of knowledge 
of soils and their capabilities, as well as of the exact time to 
sow and to reap, as one would m Indian agriculture, and this 
not at its best alone, but at its ordinary level- It is wonderful, 
too, how much is known of rotation, the system of ‘mixed 
crops’ and of fallowing. Certain it is that I, at least, have 
never seen a more perfect picture of careful cultivation, 
combined with hard labour, perseverance and fertility of 
resource that I have seen at many of the halting places in 
my tour.'” 

Differences of agricultural conditions arose from differences 
inherent to the people themselves as cultivators, (r.g., caste and 
race distinctions), from external surroundings (climate soil, varying 
facilities for water, manure, wood and grazing etc.), and also from want 
of knowledge. 

Soil- Dr. Voelcker did not find positive evidence in support of 
exhaustion of ihe soil, but he thought that a gradual deterioration of 
the soil was likely on account of export of fuod-grains, oil seeds and 
manures, and the burning of cattle dung for fuel. Organie matter 
(humus) and nitrogen were generally deficient in Indian soils, but 
lime, potash and phosphoric acid were, as a rule, present in sufficiency, 

Manure. On account of the close connection between the supply 
of fire wood and that of manure. Dr. Voelcker reco/muended the 
establishment of Fuel and Fodder Reserves. He found that cultiva¬ 
tors were not taking full advantage of the facilities they possessed 
in regard to utilisation of night soil for agricultural purposes, and 
conservation of cattle manure and urine. 

Live stock- Little nr no attention was paid by cultivators to 
the breeding and selection of cattle. Dr Voelcker recommended the 
continuance and extension of cattle farms and distribution of stud 
bull* from them to villages the establishment of (government dairy 
farms and the prosecution of enquiry into cattle diseases. t 

Implements. The trial of new implements at Government 
Experimental Farms was recommended Approved implements were 
to be distributed from the Experimental Farms, 

1 Dr. Voelcker'* Report , P. 11. 



52 


PRE-WAR ECNOMIC PROBLEMS 


Our agricultural problems were comprehensively reviewed 
by the Indian Agricultural Commission of 1928 Lord Lin 
lithgow, who later became Viceroy, was the chairman of the 
Commission. The commission dealt with a great variety of 
topics including rural marketing, and the financing of agricul¬ 
ture which we shall discuss later m this book. 

3 J Agricultural Research 

The establishment of the Impenal Council of Agricultural 
Research was one of the results of this Commission “The 
basis of all agricultural progress is experiment " The Pusa 
Institute was not sufiicient and a new organisation was needed 
to connect Pusa and the provincial research institutes. The 
Imperial Council of \gncultural Research was to act as a 
clearing house of information. As a link with the Central 
Research Council, Provincial Research Committees were to 
be established. Lmphasis wa^ also laid on the training of 
research workers 

4; Demonstration and Propaganda. 

Hie best method of c mvincing the cultivator of the ad¬ 
vantages of agricultural improvement is occular demonstration. 
As a rule demonstration woik is not carried out on 
experimental farms Two systems of demonstration on the 
cultivator’s own fields are employed. In the first, cultivation 
is carried on thioughouL by the departmental staff on a hired 
plot. In the second, cultivation is carried on by the cultivator 
himself under the supervision of tne agricultural demonstrator. 
In case of failuie some compensation is paid to the cultivator. 

Improved implements are popularised by peripatetic demons 
trations. 

Demonstration trains fitted up as a travelling exhibition 
have also been employed in Bengal and the Punjab for pro¬ 
paganda purpo^e-j V demonstration train is uswd not only 
by the Department of \gricu ture but also by Public Health, 
Industrie*!, Co operative and Veterinary departments. 

5' Agricultural Improvement. 

Tne soils of India vary a great deal in agricultural proper¬ 
ties. A survey of soils is desirable, but the Commission did 
not regard a soil survey for the whole of India as a practicable 
proposition. 

In regard lo fertility, the Commission took the view that 
in an overwhelming proportion of lands a balance had been 
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established and that no further deterioration was likely under 
existing conditions of cultivation. 

The best methods of preventing soil deterioration as a 
result of erosion of the surface soil by flood water are the 
afforestation of ravine tracts, the terracing of land and the 
construction of earth and stone embankments- 

In regard to manure, there is no satisfactory alternative to 
farm-yard manure where coal and wood are dear. There 
would be less wastage of farm-yard manure if the refuse of 
crops such as cotton stalks, megass etc. were more largely 
used as fuel. 

Oil seeds, if applied as manure in the form of cake, would 
give a very large supply of combined nitrogen. They are 
not much used for this purpose at present. An extension of 
the oil-crushing industry would benefit the Indian agriculturist 
in more than one way- 

Other forms of manure which supply both nitrogen and 
phosphates are bones and bone-meal, and fish manure. ■ The 
Commission were not in favour of restricting or prohibiting 
the export of oil-seeds and oil cakes, bones and bone-meal, 
or fish manures- 

6. -'Improved Varieties of Crops. 

The area under improved varieties of crops was estimated 
by the Commission to exceed 9 million acres- The crops in 
which tne greatest advance has been made are cotton, wheat, 
rice, groundnut and jute- There is great scope for further 
work in regard to millets, pulses and oil-seeds. 

There are three methods of obtaining improved varieties, 
selection, hybridisation, and acclimatisation- The last means 
the adaptation of exotic varieties to Indian conditions, of 
which Combodia cotton is an example- Of the three methods, 
selection is the most hopeful line. 

How are improved varieties of seed to be distributed ? 
Seed merchants practically do not exist in India- In their 
absence the selection and distribution of pure seed must be 
controlled by agricultural department 1 *. 

Agricultural engineering is concerned with well-sinking and 
implements. Before indigenous implements are discarded 
in favour of foreign designs, exhaustive trials are necessary. 
The aim of the agricultural departments should be the 
evolution of a small number of types of implements and 
machinery suitable for a wide range of conditions and also for 
mass production in India. 
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7- Steam tackle and motor tractors. 

On the basis of certain experiments made in Pusa it was 
concluded that a tractor would displace 8 to 10 pairs of 
bullocks, and that the scope for the use of tractors in India 
was therefore enormous- But power-machinery is useful 
where the farms are of large size, and there is scarcity of 
labour- In India the holdings are small and of agricultural 
labour there is a surplus- The scope for the use of power- 
machinery in India under existing conditions of cultivation 
seems limited- 

The Indian Sugar Committee concluded that steam tackle 
would effect economies in the cost of cane-cultivation, pro¬ 
vided the areas cultivated were large enough to keep it fully 
employed. There is also scope for the use of tractors. 

There is no definite evidence on the basis of which the 
advantages of power cultivation under Indian conditions could 
be demonstrated- But the subject deserves fuller investiga¬ 
tion- The cost of bullock cultivation is high and the work 
done by bullocks through the year is intermittent. Bullocks 
require to be fed for the whole year even if they work for 
three months in the year- The more intermittent the water, 
the more ecnomical would be the tractor, for when it is 
laid up, much of the cost of working it is saved- 

8. ] Sub-division and Fragmentation of holdings. 

Sub-division means the distribution of the land of a common 

ancestor, usually in accordance with the laws of inheritance, 
among his successors in interest- 

Fragmentation refers to the manner in which the land held 
by an individual is scattered throughout ihe village area in 
plots separated by land in the possession of others- Twenty 
acres owned by an individual may lie in one place in the form 
of a compact holding, or be scattered in the form of small 
plots all over a village. 

Suppose each son is given a share in each plot of land, 
Sub-division of land would then be reflected in the fragmenta¬ 
tion of cultivation. But even if sub-division of land were 
prevented by the law of primogeniture, there will be fragmen¬ 
tation of cultivation if the owner does not cultivate the land 
himself, but gives it on rent to several tenants. 

9. ' Owners’ and Cultivators’ holdings in the Punjab. 
Valuable information about the size of owners’ and cultivators* 

holdings is supplied by two publications of the Board of 
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Economic Enquiry, Punjab* 3 The investigations were carried 
out by Mr. H. C. Calvert in about 1922-23. 

Table II. 1. 


Per cent of owners 


Size of owners' holdings . 


Land owned. 
Acres 


Land owned as 
percentage of total 
cultivated area 


17'9 

40'4 

26‘2 

11*8 

37 


1 

1 

1-5 

11 

5-15 

26'6 

15—50 

35‘6 

50 and more 

257 


The distribution of land among owners is very unequal. 58‘3 
per cent of the total number of owners, owing each less than 
5 acres, hold about 12 per cent of the land, while 37 per cent 
of the largest class of owners (50 and more acres), hold more 
than one-quarter of the total cultivated land. 

Assuming that the total cultivated area in the province is 29 million 
acres, and that the total number of owners is 3,500,000, the distribu¬ 
tion is as shown below :— 


Table II. 2. (a) 


No. of owners 


Land owned. Acres. 


025,400 (17 9%) 
1,428,000 (40 4%) 
919,000 (20 2%) 
313,000 (11-8%) 
121,000 (8 7%) 


313,000 (1%) 
3 , 200,000 ( 11 %) 
7,753,300 (20-0%) 
10,300,000 (35 0%) 
7,452,000 (25 7%) 


The inequality in the distribution of owned land is illustrated in 
Fig 17 by means of the Lorenz curve. 


Table II. 2. (b) 


Cumulative figures . 

Per cent of owners Percent of land owned. 


17*9 

10 

58-3 

12-0 

84-5 

380 

90 3 

742 

1000 

99 9 


B The Size and Distribution of Agricultural Holdings in the Punjab , 
1925, and The Size and Distribution of Cultivators * Holdings in the 
Punjab , 1928. 
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Percentage of owners. 

Fig. 17. 

Showing the distribution or agricultural holdings in the Punjab. 
For data see Table II. 2 (b). The equation to the fitted curve is 
l/= — Gfi 4 + 1207jr 2 + -00080ri4z? 1 

Land owned is shown on the X-axis and owners on the Y-axis. 
The straight line connecting 0 and 100 is known as the line of equal 
distribution. If distribution were equal, 40 , of the owners would 
own 40;(, of the land The curve is convex to the origin, that is, the 
concave or hollow side of the curve faces, not the origin, but the 
straight line. As distribution tended to become less and less uneven, 
the curve would tend to approach the line of equal distribution. 

10. The Size of and Distribution of Cultivators' Hold¬ 
ings in the Punjab. 

The table printed on page 57 brings out the contrast 
between land owned and land cultivated : 

The percentage of cultivators in the last two groups is less 
than that of owners, showing that when the land owned is 20 
or more acres, many owners do not cultivate themselves. For 
the other groups there are more cultivators than owners. The 
excess is drawn from the class of landless tenants. The 
number of owners in the owners’ inquiry was taken as 
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Tabic II. 3 




Percentage oj cultivated land 

Group 


owned by 
| owners in the 

cultivated by 
cultivators in 


[ Group. 

the Group. 

1 acre and less 


’ io 

15 

More than 1 acre and 

less than 

5 acres 

iro 

121 


10 

15" 1 

206 

„ io 

15 

1T5 

17’4 

„ 15 

20 1 

8*4 

12'3 

„ 20 

25 

6 8 

9'1 

„ 25 

50 

20*4 

18*5 

50 acres and over 


257 

7'9 


3,500,000 ; the number of cultivators suggested by the culti¬ 
vators' inquiry was about 4,031,000. It is obvious that the 
landless tenant class is more numerous than the class, of non¬ 
cultivating owners. 

The following districts of the Punjab show 50 per cent of 
their cultivators cultivating 2i acres and less—Simla, Kangra, 
Hoshiarpur, Rawalpindi, Jullundhar and Sialkot. In 19' 
districts the percentage of cultivators cultivating 5 acres and 
less is over 50. 

llY Remedy against sub-division of holdings. 

An increase in the number of owner? must reduce the average 
area held by each owner. The heavy increase in the number 
of agriculturists during 1921-41 must have reduced the average 
area of the holding in India. 

The creation of ‘impartible' holdings would check sub¬ 
division. The idea is that when a holding, in the process of 
sub division, has reached a certain minimum size, its further 
sub-division should not be permitted. But it involves inter¬ 
ference with the laws of inheritance, and this is a difficult 
matter when no alternative occupations can be found for the 
disinherited. The creation of a land-less proletariat is always 
a source of political danger. Other objections have also force : 

1. It is not easy to determine what constitutes an economic 
holding which may be declared impartible. 

2. The credit of the agricultural classes would be impaired. 

3. All transactions in land would be complicated by the 
question whether the condition of impartiality existed. 
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4. It would be a fertile source of family strife. In Belgium 
the eldest son buys out the rest through the agency of mortgage 
bonds, but this device cannot be adopted until more occupa¬ 
tions alternative to land become available. 

12y Remedy against Fragmentation. 

Sub-division of land which continually reduces the size of 
the holding is a great evil, hut the fragmentation of land or 
sub division of cultivation is a still greater evil. “The sub¬ 
division amongst cultivators is a reflection of conditions existing 
among permanent right-holders, but it is aggravated by the 
lack of alternative means of livelihood which drives multitudes 
to grow food for bare subsistence. 

It is customary in dividing property amongst heirs to give 
to each heir a proportionate share of each item, that is each 
plot, of the inherited property. Sub division of land thus leads 
to increased fragmentation- Mr. Kcatinge of Bombay des¬ 
cribed it as “an unmitigated evil for which no advantages can 
be claimed.” Small plots cannot be fenced nor can wells be 
sunk in them, and the cultivator has to waste time in going 
from one plot to another. 1 Even where cultivation is possible, 
fragmentation involves endless waste of time, money and effort; 
it restrains the cultivators from attempting improvements; it 
enforces uniformity of cropping and especially restricts the 
growing of fodder crops in the period when the cattle are 
usually sent out to graze on the fields.” 5 

Voluntary consolidation ol holdings has been successfully 
tried in the Punjab and elsewhere as a remedy against frag¬ 
mentation. Compact holdings are created in the place of 
scattered holdings with advantage to the parties concerned. 
Consolidation has led to well-sinking and other improvements. 

13. vCultivators and the Size of the Holding. 

There is an interesting table given in the Report of the 
Agricultural Commission 0 correlating the number of bullocks 
with the number of cultivators with the average size of the 
holding : 

(See Table on p ■ 59 top-) 


4 Report of the Indian Agricultural Commission, 1928, P 183 
6 Ibid. P. 135. 

0 Ibid. P. 182 
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Table II. 

4. 



1 Per 100 

acres of 

Average area 


| net sown area 

of holding 


Bullocks 1 Cultivators, (male 1 

Acres 


No. 1 workers) No. 

Bombay (including Sind) 

10 

8 1 

12-4 

Burma 

1 11 

11-5 

8-7 

C.P. and Berar 

1 15 

76 

132 

Madras 

1 15 

17-3 

5-8 

Punjab 

16 

11-2 

90 

Bihar and Orissa 

27 

26'8 

8-7 

Assam 

27 

27-5 

3 0 

U. P. 

29 

291 

3-4 

Bengal 

36 1 

85-2 

2-8 


It is seen that the number of bullocks increases with the 
number of cultivators, while the average size of the holding 
decreases with an increase in the number of cultivators. 
There is thus direct correlation between the number of bullocks 
and that of cultivators, and inverse correlation between the 
number of cultivators and the size of the holding. 



Number of cultivators per 100 acres of net sown area. 

Fig. 18. 

Showing the correlation between the number of cultivators and 
the average size of the holding. For data see Tables II 4 and 5. 

The equation to the fitted curve is :— 

Log y»log 2-0152-1*0133 log K 
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In Fig. 18. we have plotted the average area of the holding against 
the number of cultivators. The points lie almost exactly on a mathe¬ 
matical curve (log i/=log 2 0152 — 1-01311 log The equation, 7 

to the curve enables us to determine the average size of the holding 
as the number of cultivators increases from 5 to 100 per 100 acres of 
net sown area : 


Table II. 5. 


No, of cultivators 

Average size of 

per 100 acres of 

the holding 

net sown area 

Acres. 

5 

20-27 

10 

10 04 

15 

0 001 

20 

4970 

25 

3*969 

30 

3-299 

35 

2-822 

40 

2-405 

45 

2187 

50 

1-960 

60 

1035 

70 

1 398 

80 

1*221 

90 

1084 

100 

■9090 


The figures of the Agricultural Commission relate to years before 
1928. Considering the close inverse co-relation between the number 
of cultivators and the average siz* of holding and the fact that to-day 
there are more cultivators in every province per 100 acres of net sown 
area than before, the average size of the holding in every province 
must have decreased. If we knew the number of cultivators per 100 
acres of net sown area in the Punjab, or any other province, to-day, 
we could, with a fair degree of accuracy indicate, with the help of 
the equation, the average size of the holding. 

14. Bullocks and Cultivators- 

In Fig. 19 we have plotted the number of bullocks against 
the number of cultivators per 100 acres of net sown area. A 

7 The curve is of the type 
y = ax x , 

or log ?/ = log a-\-b log ,c 

The two normal equations used in fitting n curve of the type are: 
^(log y -n log a-|-6 ^(log x) 
v(log y .log av=l(log i)log « + &v(log x)* 
l(Iog y) = 0 974 
l(log x log t/) = 8 005 
N(log a) = 11 010 
v(log x ) 2 ~-14 008 

The two equations to be solved as simultaneous equations are : 

( 1 ) 0 974 = 9 log n-hll-01G b 

(2) 8 005^11010 log a-t-14 008 6. 
log y=log 2 0152- 1 0133 log* 
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straight line trend is revealed {y = 4*2054-0'85#). The equa¬ 
tion enables us to calculate the requirements in regard to 
bullocks as the number of cultivators increases, assuming that 
present conditions continue. 

Table II. 6. 



Cultivators 




per 100 acres of 

Bullocks No. 



net sown area 

X 

2/o 

2/. 

Bombay 


i 

1 _ 

(including Sind) 

8*1 

10 

11091 

Burma 

11*5 

31 

13*980 

C.P. and Berar 

7-6 

15 

106G5 

Madras 

17*3 

15 

18 900 

Punjab 

11 2 

1C 

13725 

Bihar and Orissa 

20*8 

27 

20 985 

Assam 

1 27 5 

27 

27 580 

UP. 

291 

21) 

28-940 

Bengal 

35 2 

30 

34*125 


lO’O 


38*205 


50 0 


46*705 


00*0 


I 55*205 


70 0 


63-705 


More cultivators require more bullocks for cultivation. The 
number of bullocks therefore increases duectly with the number 
of cultivators. 

15, A Vicious Circle. 

The Agricultural Commission were of the opinion that India 
was attempting to maintain an excessive number of cattle. v 
This ineMtably leads to deterioration in the quality of the 

8 The two normal equations used in littnig a straight line 
(y = a 4 & x) are : 

'l(tj) -na+b±(x) 

^(xij) = a'±(x)-\-b^ J ( x) 2 

80, ±(x)=1 713, n = 9 
1337 8 —42WOO 

The two equations to be solved as simultaneous equations aTe: 

(1) 180 —9a+ 171*36 

(2) 4337*4—J 74 3a-{-t210'09fr. 

y= 4*205 + 0 85,r 

* “The number of cattle within a district depends upon, and is 
regulated by the demand for bullocks The woise the conditions for 
rearing cattle are, the greater the numbcis kept tend lo be. Cows 
become less fertile, and their calves become undersized and do not 
satisfy cultivators, who, in the attempt to secure useful bullocks, 
breed more and more cattle.” 

(Report of the Agricultural Commission, 1928, p. 191) 
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cattle. We are thus moving in a vicious circle. The animals 
are of a small size and the milk yielding capacity of cows is 



Cultivators per 100 acres or net sown area 
Fig. 19. 

Showing the correlation between the number of cultivators and 
that of bullocks. For data, see Table II. 0. 

The equation to the fitted straight line is : 

y = 4'20j + *8jx 

small. “Full grown Dutch cattle may on the average weigh 
twice as much as the Indian, and Dutch cows may give any¬ 
thing from five to ten times as much milk as Indian cows.” 9 
British India had 67 cattle per 100 acres of net sown area, as 
compared with 38 cattle in Holland. But horses are largely 
used in agriculture in Holland ; horses are not used for this 
purpose in India. 

The Commission made two recommendations in this 
connection. Attempt should be made to reduce the number 
of bullocks required for cultivation. This can be done by 
checking the sub-division and fragmentation of holdings, 
increasing the efficiency of the cultivator’s tillage implements, 
and increasing transport facilities by the improvement of roads 
and other means ; at the same time measures should be 
adopted to increase the strength of the bullocks themselves. 
Secondly, dry cows and cows in calf should receive better 
treatment. 

The two important factors in cattle improvement are 
feeding and breeding, As for better feeding, no large 

0 Report of fhc Agricultural Commission, 1928, p. 188. 
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additioDS to existing grazing areas can be made, but it may 
be possible to increase the productivity of the land already 
growing grass. 

In regard to breeding, the Commission recommended that 
the issue of breeding bulls should be limited to selected 
districts, or that intensive breeding operations should be 
conducted in selected areas only. 

16V Milk and Ghi. 

The milk and ghi problem is more acute than even before. 
Municipal corporations of the larger cities might, with 
advantage, organise co-operative societies for the supply of 
milk and promote the establishment of large dairy farms. 
Attempt should also be made to attract capital and business 
ability to large-scale milk production. Large-scale artificial 
ghi production has attracted both capital and business ability. 
When the supply of milk increases it may become possible to 
increase the supply of ghi. It is not possible to believe that 
artificial ghi is a perfect substitute for the genuine article. 
The importance of adequate supplies of milk and milk 
products in a country where the majority of the people are 
vegetarian cannot be over-emphasized. 

17.'^ Marketing. 

We may study the marketing of an important crop, c.g ., 
cotton in the Punjab. Marketing practices and charges 
differ in different parts of India. 

Cotton is a cash crop -it is mainly grown for the market. 
The marketing is completed by about the end of January. 

The crop having been picked, the cultivator is anxious to 
dispose it off as soon as possible- The room for storage in 
the village is very limited and there is risk of loss by fire. 
The grower also wants cash to meet Government and other 
dues. 

The middleman or arhatiya is the link between the grower 
and the buyer. But very often the arhatiya buys from the village 
bania. When the village money-lender had advanced money 
on the condition of getting the crop on maturity, the grower 
has no initiative in marketing. 

When the grower is not in debt, he may take his produce 
to the market. But many growers prefer to sell their produce 
locally. The reasons are explained in the Cotton Enquiry 
Report, Punjab : 

{a) Taking the produce to the market is inconvenient. 
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( b ) Accurate information about market rates is not always 
available in the village. 

(c) Prices in the market are settled under cover. 

id) The arhatiyas act chiefly in the buyer’s interest. 

(e) There are numerous deductions, disputes about which 
are settled without reference to the seller. 

Selling in the village has some advantages. The seller can 
exert some influence on the buyer. There are no allowances 
and no disputes. And he can refuse to sell if the terms do 
not suit him. 

With the improvement of means of communication and 
transportation it may be expected that more growers would 
be encouraged to take their produce to the market. The 
establishment of regulated markets will also promote this end. 
The Agricultural Commission were convinced *' that where 
the cultivator is in a position to dispose of his produce in a 
market, however limited its scope and badly organised its 
character, he obtains a much better price for it even when 
the cost of transport is taken into consideration than, when he 
dispo=*es of it in his own village .” 10 

18. Settling rates under cover. 

Mr. Lila Krishan Sehgal in his Survey of the Marketing 
of Cotton in the Punjab gives an interesting account of this 
practice. 

The arhatiya gets into touch with the buyer, who is a dalaU 
The ‘touch’ is physical. A thick cloth is thrown over the 
hands of the buyer, who conveys his bid by clasping the 
right hand fingers of the arhatiya. The price is expressed in 
the language of fingers The process is repeated with each 
prospective buyer. The buyers are kept ignorant of each 
other’s bid. “ They all speak with their bands, as it were.” 

“ The value of each finger depends upon the ruling rate If the 
rate is less than Ks. 4, each finger indicates a rupee, but if it is 
higher then the value of each Anger rises For instance, if the rate 
is about Rs. 30 per maund, the offer will be conveyed by two 
clasps. The first will denote tens, and each finger will represent a 
rupee. Similarly if a buyer wishes to bid Rs. 43 he will first clasp 
four fingers to indicate Rs. 40 and then three fingers to represent 
Rs. 3. In some cases only one clasp is used instead of two, i.e., 
Ks. 33 may be indicated by a single clasp of three lingers as the 
tens are taken for granted. After rupees, annas are dealt with in 

10 Report of the Agricultural Commission, 1928 , P. 338. 
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the terms of *'paus*' (four-anna piece), pice and half-pice coming 
last.” 11 

The system is not free from suspicion and abuse. 

The Agricultural Commission did not seek the elimination, 
root and branch, of the middleman. And it is not true that 
every ill from which the cultivator suffers is traceable to 
middlemen. But easier access to the market and less secret 
methods of settling prices would benefit the grower. 

19. Marketing functionaries. 

The arhatiya and the dalal have been mentioned above. An 
arhatiya may be kachcha or pakka . A Kachcha arhatiya is a 
man with small capital working in a locality as a middleman 
or an intermediary between the primary producer, or the 
seller, and the buyer in large, wholesale markets. In some 
cases kachcha arhatiyas finance the producer and village 
bania mainly on the condition that the latter sells his goods 
through them. Pakka arhatiyas are usually firms of some 
substance dealing in grains, or other primary produce, either 
as agency houses or on their own account. They also help in 
the assembling of the produce by financing the operations 
of the kachcha arhatiya and other small traders- They 
represent one of the mam channels of distribution- As a rule 
pakka arhatiyas do not buy direct from the primary producer- 

The function of the dalal or broker is to bring buyers and 
sellers together. He maintains no establishment and works 
alone- 

The tola or weighman weighs the pro luce ; sometimes the 
kachcha arhatiya performs the functions of the weighman. 

Finally, there are palledar'i who assist in unloading the cart, 
cleaning and dressing the produce, in weighing, bagging etc-, 
and other functionaries such as waterman, sweeper, cook, etc- 

The corresponding marketing cbarges are : 

Arhat (commission) which in some markets is paid jointly by the 
seller and the buyer and in others by the seller alone. The buyer’s 
share in the case of wheat has been found to range between As. 2\ 
per cent at Lyallpur and As. 10 at Sargodha 

Dalali, brokerage, is often paid by the seller only. 

Karda , in the Punjab, is the excess weight deliverable by the 
seller. It varies from j seers per bag of 2} maunds of wheat at 
Fazilka to 1£ seers at Mandi Baha-ud-Din. 

11 A Survey of the Marketing of Cotton in the Punjab by Lila Krishan 
Sehgal, M.A., 1938 (The Minerva Bookshop, Lahore) P. 60. 
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Palledari is wages paid to labourers, weighing charges and cartage 
to the buyer’s go-down. The weighing charge is generally payable 
by the seller both in cash and kind. The rate of Tulai varies con¬ 
siderably. For other charges, sometimes the buyer but more often 
the seller is liable. 

Dharmada is a payment for charity. It is paid by the seller at 
the rate of 0 pies to 2 As. per Us. 100. This payment is in no way 
directly connected with marketing and is not always utilised for the 
objects for which it is collected. 

Other miscellaneous charges are market fees, bazar chnudhari, 
shagirdi (fee levied in some cases by arhntiya to cover the wages of 
his apprentice), balla (discount or exchange fee), inuddat (a charge 
made by the arhatiya to cover interest, since he pays the seller imme¬ 
diately but does not receive payment from the buyer for several 
days), payments to waterman, chaukidar, cook and sweeper. 

There is obviously need for regulating these charges, moderating 
those which are excessive, legalising those which are fair and reason¬ 
able and abolishing others which are unnecessary. In regulated 
markets only authorised charges are permitted to be levied, and their 
scale is fixed, 

20./ Regulated Markets. 

Marketing legislation has been undertaken in several parts 
of India. The Bombay legislation provides that only autho¬ 
rized charges will be made in market transactions, and it pro¬ 
hibits the establishment of unauthorised markets within a 
prescribed distance of markets established by law. In the 
Punjab, the Agricultural Produce Markets Act was passed in 
1938- Under this Act maiket committees can be established 
by Government in every notified market area. 

When an area has been declared a notified market area, no 
person shall, within the notified market area,set up any place 
for the purchase or sale of the notified agricultural produce 
except under a licence granted by Government. 

Licenses shall be granted to brokers, weighmen, measurers, 
surveyors, warehousemen and others who use the market- 

Every market will be administered by a market committee. 
Two-thirds of the members of the market committee will be 
selected by growers in the district in which the notified area is 
situated. Government may appoint not more than three persons 
by office. 

The market committee will hold office for three years- It is 
empowered to levy fees on agricultural produce bought and 
sold by licensees. 

All income accruing to the committee will be placed in a 
fund called Market Committee Fund. This will be utilized 
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chiefly for the following objects; (l) maintenance and im¬ 
provement of the market, (2) repair and construction of 
market buildings, (3) provision and maintenance of weights 
and measures, (4) collection and dissemination of information 
regarding marketing and crop statistics, and (5) provision of 
comforts for those who use the market. 

21. ^Rural Unemployment. 

Generally speaking there is no permanent unemployment 
among the agricultural classes and the period of time during 
which the cultivator is idle in the course of a year is often 
exaggerated. When the present writer referred to the long 
enforced idleness of cultivators in a Kisan school, his state¬ 
ment was hotly contested by the class. In the irrigated 
tracts of the Punjab (more than half of the total area of the 
province is irrigated), the cultivator is kept busy throughout 
the year, except perhaps for a month or two in the winter- In 
the barani tracts, however, there is a problem of seasonal 
unemployment. 

In several parts of India, when there is no work for the 
cultivator on his own holding, he seeks employment in factory 
industries even in distant towns or in agriculture elsewhere. 
Very often he is accompanied by his family. Every year, 
there are considerable movements of the population from North 
Bihar and Orissa to Bengal and to Calcutta ; and from the 
upland districts of the Madras presidency to the Kistna and 
Godavari deltas The seasonal migration to towns, it may be 
hoped, helps to broaden the outlook of the villagers. But 
there is also the risk of disease from the crowded and insani¬ 
tary conditions of town life. In any case the villager returns 
home with a little cash, which is good for him and his family. 

Organised industries in rural areas, e.g- t cotton ginning and 
pressing, rice and sugar mills, also provide seasonal em¬ 
ploy n>ent to unoccupied village labour- 

22. 1 Subsidiary Occupations. 

The cultivator may add to his income by taking up a sub¬ 
sidiary occupation in his spare time* But this is no means of 
relieving the heavy pressure of population on the soil- The 
Agricultural Commission have made valuable suggestions for 
the improvement of village industries ; new ideas for cottage 
workers, improved marketing facilities, and careful and 
thorough instruction in modern processes. “But even with the 
aid of new ideas and assistance in training and marketing, the 
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contribution which rural industries can make in reducing the 
heavy pressure on the land is infinitesimal, and in the nature 
of things they cannot, as a rule, hope for ever to survive the 
increasing competition of organised machinery,..To put it 
briefly, the possibilities of improving the conditions of the 
rural population by the establishment of rural industries are 
extremely limited.” 12 

Less importance would be attached to the development of 
cottage industries as a means of India’s economic regenera¬ 
tion if their development were not regarded as an article of 
political faith. There is not the remotest connection between 
cottage industries and political independence. 

Examples of subsidiary occupations are cotton spinning and 
weaving, bee keeping, sericulture, lac culture, poultry breeding, 
sheep rearing, cattle breeding, dairy farming, basket weaving, 
and fruit farming. 

23. / Rural Self sufficiency. 

Family budgets of a certain number of tenant cultivators in 
the Lyallpur district of the Punjab enable us to form some 
idea of the dependence of village people on goods and services 
provided for them by the external world. To the extent of 
more than half of their total expenditure village people are 
self-reliant and self-sufficient- The more important goods and 
services for which payments have to be made to the outside 
world are: medicines, kerosene oil, railway travelling, education 
(negligible), and amusements and luxuries (festivals, fairs, 
cinema, drinks, tobacco etc). 

Among articles of food, salt, sugar, rice, meat and pulses 
may be mentioned, and among articles of clothing, there is the 
important item of cotton cloth- The campaign to make village 
people more self-reliant and self-sufficient principally means 
that they should use more khaddar - 

With economic progress the village may be expected to be¬ 
come more and more closely linked with the town- The isola¬ 
tion of village and village life is already a thing of the past. 

24. J Yield of Crops. 

The yield of crops fluctuates from year to year. An idea of 
yields of the principal crops in British India and certain 
States may be formed from the figures for the year 1939-40, 
which was on the whole a good year. 

13 Report of the Agricultural Commission , 1928, p 189, 
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Table II. 7. 


Estimated yteld of : 

Unit 

1989-40 

Rice (cleaned),. 

Million tons 

25-7 

Wheat. 

*> 

10*8 

Tea. 

Million lbs. 

4526 

Cotton. 

Million bales of 

5*8 


400 lbs. each 


Jute 


0-7 

Linseed 

Thousand tons 

466 

Rape and mustard 


1,116 

Sesamum 

,» 

415 

Groundnut 

»} 

8,165 

Castor seed. 

, > 

97 

Coffee. 

Million lbs. 

34* 8 

Rubber. 

>• 

31 4 


Taking seven principal food grains (rice, wheat, jawar, 
bajra, barley, gram, and ragi), the aggregate yield between 
1935-36 and 1939-1-0 fluctuated as shown below:— 18 


Table II. 8 

Average yield of 7 principal food grams 
Thousand tons. 

1935- 36 49,885 

1936- 37 55.481 

1937- 38 54,324 

1938- 39 49,584 

1939- 40 53,061 

It would be interesting to know how much the total yield 
of food-crops increased between 1921 and 1941, Considering 
that the area under food crops remained practically stationary, 
it is extremely improbable that food-supply kept pace with the 
rapid increase of numbers. But no exact comparison is possible 
for want of reliable data. 

The Famine Commission of 1898 estimated India’s surplus 
of food grains at the close of the 19th century at 9'53 million 
tons. Now during the years 1935-36 to 1941-42 there was 
no net export but net import of food-grains and food-grain 
products varying between 629,000 tons in 1937-38 and 
2,221,000 tons in 1939-40. 14 It is probable that in the years 
bef r* the war no surplus of fo d 4 ? n existed, an I this 
ttould account fur the breakdown l! u, i .igricuitural econ my 
unuer the strain of war—a subject which will be discussed later- 

18 Report of the Food Grains Policy Committee , (1943) P. 8. 

l# Ibid, P, 8, 
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25. Need for Reorganisation of Agricultural Statistics. 

The terrible experience of Bengal during 19+3 suggests a 
thorough examination of the whole food position at an early 
date, and a complete overhauling of agricultural statistics. 

Our statistics of yield are defective and incomplete. Infor¬ 
mation is entirely lacking for about 4+ per cent of the total 
area covered by the Indian States, and no information about 
the area under or the yield of food grains is available for the 
tribal areas of the N.-W.F.P. and British Baluchistan. 

26- Land Revenue and Agricultural Statistics. 

Agricultural statistics in India are primarily collected as an 
aid to administration. The process of land revenue settlement 
assumes a cadastral survey, showing field to field details, as 
well as roads, wells, tanks, groves, inhabited sites and other 
features of the village area. Village maps are prepared show¬ 
ing persons holding land (each person being classed as tenant, 
co-sharing owner etc.) and the measured and mapped fields. 
Each field, with details of its area, soil and crop is entered in 
a permanent khasra or field index- A huge amount of statis¬ 
tical information is required in connection with land revenue 
assessment and in the provinces or areas under temporary 
settlement, this information is diligently and systematically 
collected. But, from the administrative point of view, this 
information is not required for areas under permanent settle¬ 
ment- For areas under temporary settlement the area statistics 
are fairly reliable, for a trained village revenue staff exists in 
such areas. In areas in which the system of permanent settle¬ 
ment prevails, the average figure-, under the crops are based on 
reports by no higher authority than the village chowkidar- 
In British India hi per cent of net area sown is temporarily 
settled under ryot wan and zimindari tenures, and 21 per cent 
is permanently settle'.!; the rest is subject to different forms of 
concessional tenures, “or is accounted for by the lack of 
statistics-” 15 

27. How yields are estimated. 

Three factors are taken into account in estimating yields- 
The first is the area under crops to which we have referred 
above ; the second is the standard yield, and the third is the 
condition estimate- 

The Department of Agriculture in every province maintains 
a statement of the normal or average yield per acre of 

1A Report of the Food Grains Policy Committee, 1943, P. 10. 
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land of average quality, to which alterations are made, if 
necessary, on the basis of crop-cutting experiments. “Such 
experiments are, however, rarely, planned scientifically to give 
a reliable guide.” ,G Messrs- Bowley and Robertson, who 
sometimes ago (1934) drew up a scheme for an economic 
census of India, were of the opinion that in most cases the 
standard yields were based on estimates of old date and were 
of ‘doubtful validity’. 17 

The question had engaged the attention of the Board of 
Agriculture in 1919 to 192-1. The Board thought that the 
standard out-turn per acre could not be calculated from the 
figures of total production on account of their unreliability, 
and that crop-cutting experiments must remain the basis of 
such standards- These experiments are entirely carried out 
by the subordinate revenue staff, and the time for such 
experiments coincides with the busiest season of the year for 
the \gncultural Department. Additional and specially trained 
staff is required for the purpose. 

Further, ‘average’ crops are at nrpsent selected by the eye 
for crop-cutting experiments- This is indefensible in statistical 
theory- But the correct method of selecting fields mechani¬ 
cally, so as ti gne a statistically random distribution' 14 would 
give satisfactory results only if a sufficient number of fields 
can be thus selected within a definite area- 

28- x The condition estimate. 

The area and standard yield hi\ing been determined, the 
next task in estimating out turn is to relate the crop reported 
on to the standard yield pet acre- This is done by means 
of a visual estimate, which is expressed in annas- A certain 
number of annas are taken to represent the normal out-turn, 
and the out-turn of the >ear of report is so many annas 

lc Ibid . P 10 

17 A Scheme for the Eionomic Ctnsus of India. Report by Dr. Bowley 
and I). II Robertson 1934 P.38. 

* Given reliable figures of total production and area, the average 
yield may be found by dividing the total production by the area to 
whi h -t rel ites 

lh ‘ 1 he Fund mu iit.il condition foi i laming a, to'al «»r tivei.ige 
b isi d on a sample < mpnrv is that atry unit in the augicgatc shall 
hnne an equal chance of being included (M s-is How ley and it ibertson, 
loc. cit. P 18 . Suppose in a given area Ihcie are 1 000 fields, of 
which 20 are to b selected. Then from n li«»t of numbered fie ds, 
take every 50th, begining with the first That would give a ‘random’ 
sample. 
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higher or lower than the normal- But in some tracts 
16 As. express a bumper crop while in others the same term 
expresses a normal crop- Thus the anna estimate of one tract 
is not always comparable with that of another tract- In Burma 
the American notation of 100 points is employed to denote a 
normal crop, and the estimated out-turn of the year of report is 
stated as a percentage of that crop- This is better than the 
annas estimate, but the latter has been retained in India as 
village officers are accustomed to it- In published fore¬ 
casts the American notation is used. 

The estimate of out-turn is found by multiplying together 
the area, standard out turn and the percentage estimate- If 
the area is 100,000 acres, the standard out-turn 500 lbs per 
acre, and the percentage estimate 80, the quantitative esti¬ 
mate is : 

100,000 x 500 X S0 / 100 = 40,000,000 lbs- 

The anna estimate is primarily made by pcitwaris in a.tahsil> 
The tahsildar takes some sort of average of the patwaris’ 
estimates and reports a single result, such as 12 annas, for the 
tahsil to the District Officer. This Officer modifies the 
figure according to his knowledge or discretion and reports an 
average for the district as a whole- He does not attempt to 
take the arithmetical average of the figures supplied to him but 
simply chooses that which is given most frequently (technically 
the ('mode’). 15 Or he may ignore the figures and give a 
number on his own judgment- 

1,1 The ‘mode’ is the point of maximum density. Suppose in a 
house examination the following ‘marks’ are awarded to a class. 


Marks 

No. of students 
(frequency) 

45 

1 

50 

5 

55 

15 

60 

25 

65 

30 

70 

25 

75 

15 

80 

5 

85 

I 


122 


The ‘modal’ marks are 65. This is an e xample of a symmetrical 
frequency distribution. The 'mode* here means the largest number 
of students obtaining a certain number of marks. 
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On the basis of district figures, an average figure for the 
whole province is chosen. 

It would seem that the possibility of wide variation between 
actual and estimated production of crops for India as a whole 
cannot be excluded, unless tahsils, district and provincial 
averages are accurate* 

Yields cannot be exactly determined for it is not possible to 
count every maund of the produce grown- They must always 
be estimated, and a margin for error allowed. The 
accurate estimation of yields is important, but difficult, and 
estimated yields must be treated with a certain amount of 
reserve. A German example is interesting- In the year 1917 
the yield of potatoes in that country was thus estimated in 
millions of tons : according to the returns from potato growers, 
24; municipal sources, 28 ; Government department dealing 
with potatoes, 34 ; according to the estimate of 6500 officials 
concerned with crop estimates, 40; and according to the estimate 
of other experts, 50- The highest estimate was more' than 
twice as high as the lowest- “With such data’* remarks 
Zizek “had the war economy to operate.” 20 Our own war 
economy is not operating with more reliable data- 

29. -^Irrigation- 

The following statement sho.vs detail* of area under irriga¬ 
tion in British India : — 

Table II. 9- 


Total sown area, including 
area sown more than once. 

Area irrigated by : — 
Government canals 
Private canals 
Tanks 
Wells 

Other sources 


1939-40 

Thousand acres 

244, 575 

25,125 

3,886 

5,866 

13,492 

6,575 


Total- 54,945- 

The Punjab has the largest area irrigated by Government 
canals—11’4 million acres- The United Provinces have the 
largest area irrigated by wells, 5‘8 million acres- Tanks are 


20 Grunderiss der Statistik by Franz Zizek. 2nd. Ed. 1923 (Munich 
and Leipzig, F. 319. 
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most important in Madras, and of less importance in Bihar 
and Bengal. 

The Report of the Agricultural Commission draws attention 
to the decrease in the area irrigated from wells in the 
Punjab : ai 

Acres 

1868-69 4,612,000 

1918-19 3,829,000 

1926-27 3,484,000 

The decline was due to the extension of canal irrigation to 
tracts formerly dependent on wells. The cost of irrigation 
from canals, which is flow irrigation, is a fraction of that 
from wells (lift irrigation). The figures are about Rs- 3/8 per 
acre and Rs. 22 per acre respectively 22 - 

The area irrigated from wells in the Punjab in 1939-40 is 
shown as 4,721,922 or greater than that in 1868-69 22 - 

The effect of canal irrigation in increasing density of popu¬ 
lation has been explained before. Canals are also a source 
of profit to Government. 

The net revenue due to irrigation (deducting working expen¬ 
ses and interest on capital) exceeded 34 crores in 1939-40 in 
the Punjab. 

30> Tube-well Irrigation- 

This is a recent development. The Government of the 
United Provinces promoted tube well irrigation by the grant 
of subsidies, to which exception was taken by the Agricultural 
Commission. Tube-well irrigation is never cheap as com¬ 
pared with canal irrigation and it does not pay unless a 
valuable crop such as sugarcane, potatoes or tobacco is grown. 

Responsibility assumed by Government for the development 
of tube-well irrigation, according to the Agricultural Commiss¬ 
ion, should be limited to the supply of economic data and of 
expert advice, financial help on the taccavi system (loans 
recoverable by instalment*) and to placing at the disposal of 
the landholder, on payment of a reasonable tee, the boring 
equipment and skilled labour. 

31 Report of the Agricultural Commission , 1928, P. 343 n. 

23 Ibid. p. 343, n. 

22 Statistical Abstract for British India , 1939-40, P. 551, 
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31. Distribution of Canal Water. 

There is an enormous waste of canal water by the cultivator 
in the canal irrigated tracts- The amount of excess water 
applied to crops such as wheat in Northern India is estimated 
at from 30 to 50 per cent- This waste is largely due to the 
practice of charging for water, not according to the amount 
used by the cultivator, but according to the area irrigated, or, 
as in the Punjab, by the area matured. But this is not the 
whole explanation. “No small proportion of the wastage is 
due to uncertainty of supply 23 . The well is always at the 
disposal of the cultivator ; with canal irrigation he often does 
not know when the next watering will take place and therefore 
applies water in large quantities when he gets it. Over¬ 
irrigation damages the soil. 1 he sale of water by volume 
would cause the cultivator to be more economical in its use, 
but it has not so far been tried. 

32. ^ The Water Rates. 

The Punjab Government make-3 an annual profit of over 
14"n on capital invested in canals. This may be compared 
with 4 or 5 per cent profit of the N-W.R. on commercial lines 
only- In 1032-33 the N-\V-R. showed a percentage profit of 
2’8 on ] y as compared with 12‘5 in the case of Punjab canals- 

The demand that water rates should be levied according to 
the cost of service principle is not acceptable to Government- 

The Indian Taxation Enquiry Committee of 1924-25 
discussed the principle on which water-rates should be based. 
Their report savs : 

“The Government, by making irrigation available to a particular 
piece of land, especially if it guarantees to continue to do so, gives a 
potential increase both to the annual and to the capital value of the 
land There would of course be no actual increase in the latter if 
the whole of the increase in the annual value were taken in the shape 
of payment for wuter. But in actual practice what is taken is 
generally quite a small fraction of this increase. Consequently, the 
result of the action of the Government in guaranteeing the supply of 
water is to give a large unearned increment to the owner of the land, 
whether he is a cultivator or a rent receiver, and it is a generally 
accepted theory of taxation that there is no source of income from 
which a considerable share may be taken for purposes of the ^tate 
so appropriately as fiom an unearned increment or windfall of this 
kind (para 131), 

The minimum charge for water, except in special cases, 
would be equal to the cost of service, that is the cost of 

aj Report oj the Agricultural Commission , p. 335. 
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maintaining the irrigation works plus interest on capital cost* 
The maximum charge may be so fixed as to appropriate the 
whole of the increase in the return from the land resulting 
from the use of canal water. “The normal/ 7 the Taxation 
Enquiry Committee recommended, “should be a moderate 
share of the value of the water to the cultivator*' (p- 1121- 

Water rates are not necessarily reduced when agricultural 
prices fall ; a moderate share of the value of water to the 
cultivator became an oppressive tax during the trade depression* 

The Government view of water rates in the Punjab is 
explained in a note prefixed to the report of the Abiana 
Committee- 1 his Committee, composed ot official and non- 
official members of the Punjab Council, was appointed in July 
1933- The non official members of the Committee recommend¬ 
ed “that a separate budget should be prepared and presented 
to the Council and the commitments of the Department of 
Irrigation to contribute to the general finances of the Province 
should be restricted in their extent and regulated on some 
intelligible basis, as is done in the case of the railway budget 
in the Central Government.” The Government, of course, 
cannot entertain such a proposal- 

The proposal, we are told in the Government review of the Report, 
“is based on a fundamental misconception, that the irrigation works 
of the Province were created and are maintained for the benefit of a 
particular class. This is not so.” The irrigation works of the Pro¬ 
vince were created for the benefit of the whole population, and their 
construction was financed partly out of surpluses from the revenues 
of the Province and partly out of borrowed money advanced on the 
security of the general revenues, as well as from the sale of lands 
irrigated by the Canals Further : ‘The water in the Punjab rivers 
and the Crown lands irrigated by them are the property of the State 
while the users of canal water are not the whole body of the citizens 
of the Province but a fortunate section comprising only about 84 per 
cent of the total population. If, therefore, a section of the people 
benefit directly by the use of that water, the rest of the population is 
equally entitled to benefit indirectly. The analogy of the Railways 
of India, which are used equally by the whole population, is not an 
exact one. The suggestion that after deducting a certain Axed 
return for the benefit of the State generally the remaining profits 
from a particular form of taxation should be expended for the benefit 
of the particular section of the population which pays the tax is not 
only ind -feasible in theory, but would in practice be unworkable. It 
could be used with equal justice by motorists, by users of excisable 
liquor or by those who provide the income from stamp duties of 

various kinds.The rcductio ad absurdum of the proposal of the 

non-oificial members would be that each citizen could only receive 
that share of the benefits provided by State which was represented 
by his actual contribution to the general revenues” (para 7). 
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The charge for water is frankly levied as a tax. It is 
determined with reference to the financial needs of the province. 

33. Water-logging due to Canal Irrigation. 

The term signifies a rise in the level of sub-soil water which 
renders land unfit for cultivation* 

The approach of the danger is marked by certain well-known 
stages. At first, for one or two years, barani crops are un¬ 
usually successful and there is a spontaneous growth of a rich 
crop of maina . In the third year patches of kallar (salts) begin 
to appear on the affected fields, and seed does not germinate 
on these patches. Yields begin to diminish and the patches 
extend until they cover the whole field- Depressions in close 
proximity to the canal remain permanently damp and have 
water of a rusty colour. The spring level rises and comes 
close up to the surface of the land. Houses in the abadi 
begin to crumble to dust and eventually collapse. An obonox- 
ious odour is emitted by abadies , and drinking water tastes raw. 

Water-logging is due to the rise in the spring level. When 
it has risen so much that it iz only within a short distance of 
the ground surface, water is drawn up by capillary attraction, 
as a piece of blotting paper, whose edge is dipped in water, 
sucks up water. The affected land then is covered with kallar 
and finally it is turned into a swamp- 

If a well is sunk in any place, water is found at a certain 
depth- It may be nearer the surface in one place and at a 
greater distance in another* Suppose water is found at a 
distance 20 feet from the ground surface. In technical 
language it will be said that the spring level, or the water- 
table, is 20 feet below the surface. If the water were pumped 
out the well would be found to be full again after a certain 
time. 

More exactly, the spring level may be defined as the level 
up to which the underground soil is completely saturated with 
water. The terms spring level and water-table are often used 
interchangeably, but the “spring level” refers to a particular 
locality, say a village, while the water-table refers to a 
wider-area. 

The action of canals on the water-table is both direct and 
indirect. Indirectly, when a canal has been so constructed 
that it intersects all the drainage lines of a tract, like the 
old Western Jumna Canal, by obstructing the surface drainage 
it will cause rain or flood water to be held up, and some of 
this water must, passing through the sub-soil, be added to the 
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water-table. This also applies to irrigation channels and 
zamindars* embankments which obstruct the natural drainage 
of a tract. 

As for the direct action of canals, if nothing intervened 
between the bed of a canal and the spring level, water 
percolating from the canal would fall vercically until it 
reached the spring level. But the whole space between the 
spring level and the canal bed is filled with soil- The soil 
nearest the sides and the bed of the canal first gets moist, 
and percolation goes on spreading on all sides until the spring 
level is reached. The spring level then begins to rise. The 
water added to the spring level would tend to flow away, but 
when the inflow of water owing to percolation exceeds the 
sub-soil outflow, the spring level continues to rise until 
equilibrium is restored by its rising above the ground level- 
When this happens the whole of the area surrounding a canal 
becomes water-logged. 

It has been estimated that of the water taken in at the head- 
works of the Punjab canals, about one-third is lost in the 
main canals and branches. Of the remaining water, that is 
water in the distributaries and water courses, and that supplied 
to the fields for actual irrigation, also one-third percolates to 
the soil to raise the spring level- 

Any rise in the water-table is not disadvantageous- In 
fact, among the indirect benefits of irrigation, mentioned by 
the Irrigation Commission of 1001-03, was “the effect of 
irrigation and of large water storage works in increasing the 
humidity of the air, and in raising the level of the under¬ 
ground water supply.’' The rise in the level of sub-soil water is 
advantageous as it makes well-sinking and the working of 
wells easier. It is also good for the crops as it increases the 
moisture of the soil. An expert witness stated before the 
Agricultural Commission that if the sub-soil water can be 
kept at a certain depth below the ground level, 15, 18 or 20 
feet, that water-table is a gold mine * The water-table 
ceases to be a gold mine when it rises to within a short 
distance from the ground surface, say 3 or 4 feet. It then 
becomes a grave source of danger to public health as well 
as to cultivation. In the interests of health the water-table 
must not be allowed to rise to a distance of 8 to 15 feet from 
the ground surface. 

*Report of the Agricultural Commission , Vol. VII, p. 457. 
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About a century ago water-logging, due to faulty alignment 
of the Western Jumna canal and over-irrigation, caused 
heavy loss of life among men and cattle in Karnal. In 
Amritsar, water-logging was responsible for a severe epidemic 
of malaria in which mortality “reached the appalling figure 
of a plague epidemic’* in 1908. 

The remedies against water-logging are the following :— 

1. Improving the natural drainage of the country. Canals 
must not be so constructed as to close or obstruct the natural 
drainage of a tract. 

2. Water proofing of the bed and sides of a canal ( e-g 
the Gang canal, which takes out from the Sutlej at Feroze- 
pore and carries water to the Bikaner State- Its total length 
is about 82 miles). This is a costly remedy. For financial 
and other reasons the water-proofing of the major Punjab 
canals is unthinkable. 

3- Replacing canal irrigation by irrigation from wells. 
But, as we have seen, well-irrigation is far more expensive- 

4. Pumping from sub-soil- This is the most effective 
means of lowering the spring level where it has risen unduly. 

5. Construction of seepage canals, along side the canal 
carrying water, into which the water percolating from the 
canal is drawn. 

At one time a very serious view was taken of the evil, but 
now it 's under control. The area rendered unfit for use by 
water logging in the Punjab is about 0'25 per cent of the 
total irrigated area. While steps must be taken to arrest 
water-logging, it is urged that future irrigation projects should 
not be withheld on this account. 



CHAPTER III 


MANUFACTURING INDUSTRIES 

1. Sinister meaning of growth and progress of Indian 
Industry. 

In this chapter we shall briefly review the growth and 
progress of Indian manufacturing industries before the war. 
It has a sinister meaning. The development of organised 
industries in India has increased the pressure of population 
on the soil. 

Changes in classification make it difficult to compare the 
results of the different censuses of occupation. For example, 
the return for 1931 was of workers alone, while at the pre¬ 
ceding censuses, an attemp was made to determine the 
percentage of the population supported by different occupations. 

Between 1891 and 1901 the proportion of population depen¬ 
dent on agriculture increased, but the Census Comissioner for 
1901 did not think that the increase in the number of persons 
dependent on agriculture indicated “a greater dependence on 
the land due to the abandonment of weaving and other indigen¬ 
ous industries.” 1 

Between 1901 and 1911 industry further declined while the 
number of landlords and cultivators increased by 13 per cent, 
(a rate of growth double that of the general population). There 
were changes in classification, but it appeared to the Census 
Commissioner that the artisan classes were showing “a grow¬ 
ing tendency to abandon their traditional occupations in 
favour of agriculture*’. 2 

The same process continued during 1911-21. The rate of 
increase of agriculturists (l'8 per cent) was again faster than 
the general growth of population (IT ">), but the population 
supported by industry registered a decline from 35'32 millions 
in 1911 to 3317 millions in 1921. The proportion of popula¬ 
tion supported by industry in 1921 was 10'49% as compared 
with 11 ’49 in 1911. 

1 Census of India 1901, vol I, Part I, P. 207, para. 339, 

1 Census of India 1911, vol I, Part I, P. 413 para. 530 
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The following comparative figures of workers in Industry 
are taken from the Census Report for 1931 : s 

Actual workers, Percentage 

Millions variation 

1931 1921 1911 1921-31 

Industry 15*35 15*71 1751 —23 

The census figures for 1931 show a decrease also in the 
number of cultivators, but this is due to changes in classifi¬ 
cation ; in fact agriculturists increased, “it seems likely, 
therefore,” says the Census Commissioner, “that the increase 
of agriculturists is resulting in the extension of cultivation 
to areas which yield a low economic return”. 3 4 

Industrialisation in other countries has reduced not only 
the proportion of agriculturists, but also their absolute number. 
For example, the total number of persons dependent on agri¬ 
culture, fishing and hunting in Germany decreased trom 19'2 
millions in 1882 to M l millions in 1907—from 42‘5 per cent 
of the total population to 28V/.. Industrialisation in India 
has just the opposite effect, Why ? 

2. Labour in Organised Industry. 

Most of our industrial workers are cottage workers. Labour 
in organised industries is a negligible proportion of the total 
population. 

Average daily number of 
persons employed in :— 

1. Government and Loca 1 
Fund factories 

2. All other factories 

A. Perennial 1,329,248 

A. Seasonal 289,443 

Total 1,751,137 

The estimated population of British India m the 1939 
(mid-year) was 278'31 millions. Labour in organised indus¬ 
tries was "063 per cent of the total population. 

An industrial proletariat in the Marxian sense does not 

exist in India. 

3 Census of India , 1981, Vol. I, P. 313, 

4 Ibid. P. 289. 


Year 1932. British India 

132,440 
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Where most of the industrial workers are cottage workers, 
who are adversely affected by machine competition, the growth 
and progress of organized industry is accompanied by the 
progressive ruralisation of the country. 

Stalin has said : “Not every development of industry 
constitutes industrialisation. The essential basis of industriali¬ 
sation consists in the development of heavy industry (fuel, 
metal etc*,), the building up of means of production and of our 
own engineering industry.” 5 

The development of Indian industry is not industrialisation. 
Ws have almost entirely neglected the production of techni¬ 
cal equipment, or heavy industry ; our industrial advance is 
dependent on imported machines Under such conditions the 
use of machinery creates employment where the machines 
were made and unemployment where ihe machines are u^ed. 
Russian experience before the last world war was similar. 
Russia used to import machines trom Germany. 

3. Cottage Industries. 

In the absence of returns of occupation for 19+1 we may 
consider the figures for 193] . 

Earners and Working dependents as percentage of total 
number of workers. 



Exploitation of animals 
and vegetation 

Industry 

India 

67'] 

10*0 

Assam 

83'8 

7 5 

Bengal 

M’3 

8*8 

Bihar and Orissa 

77'() 

6'6 

Bombay 

65*9 

11*9 

Burma 

69*4 

10*7 

C.P. and Berar 

sO’6 

7*9 

Madras 

4 8'6 

8*8 

N.W.F.P. 

617 

12*6 

Punjab 

60*5 

18‘8 

U. P. 

75'4 

1V2 

The Punjab shows 

the highest proportion 

under industry 


—this only means that we have more cottage workers. The 

,J The Soviet Comes of Age , a joint work, (William Hodge , London. 
(1988), P. 44. 
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number of factory workers in the Punjab in 1939 is shown 
below : 

Average daily number of workers employed in the 


Punjab in 


Government and Local Fund factories 

22,402 

All other factories 


A. Perennial 

33,207 

B. Seasonal 

22,093 

Total 

78,302 


The same total for Bombay is 466,040 and for Bengal 
571,539. 

Cottage workers are not neglected by Government. Every 
province has an Industries Department, and this Department 
is mainly concerned with hand-workers. The provincial 
expenditure on industries has more than doubled since 1920. 

The Department of Industry maintains industrial schools 
where a great variety of arts and crafts are taught. Some 
examples are : carpentry, blacksmithy, weaving, fitter and 
turner course, foundry course, metal work; sports gear ; 
cane-work, mechanical engineering, engine driving, electrical 
work, shoe-making. 

In addition to industrial schools special institutions are also 
maintained, e.g., in the Punjab : The Mayo School of Arts, 
Lahore; Institute of Dyeing and Calico Printing, Shahdara; 
Demonstration Weaving Factory, Shahdara ; Tanning Insti¬ 
tute, Jullunder. 

The Industries Department organises travelling demons¬ 
tration parties with the object of bringing new implements to 
the notice of hand-workers scattered all over a province. To 
a limited extent the Industries Department assists indus¬ 
trialists with loans and in a still more restricted sense carries 
on industrial research. 

Political leaders, e.g. Mahatma Gandhi, are also interested 
in the revival of cottage industries. One may mention in this 
connection the All-India Spinners Association, and the 
Village Industries Association founded in 1934. Probably 
taking their cue from Mahatma Gandhi the Government of 
India, for the first time, provided 113 lakhs in the budget for 
1935-36 for rural reconstruction- The British Fascist leader, 
Sir Oswald Mosley, is a supporter of village industries for 
India. In his Greater Britain (new ed. 1934) he writes : 

We have failed to promote the development of Indian agri¬ 
culture and village industry in place of the herding together 
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of the Indian masses in the new industrial cities, the chief 
object of which is to undercut Lancashire goods for the benefit 
of inter-national capital.” 6 

In spite of all that is being done to revive them cottage 
industries, whose products compete with machine-made goods, 
are doomed. Such has been their fate in other countries, and 
a similar fate awaits them in India. They are being destroyed 
not only by imported goods, but by Indian machine competi¬ 
tion. This is the meaning of the steady decline in the proportion 
of workers engaged in industry. An account of cottage 
industries in certain provinces, based on provincial census 
reports for 1931 and other sources is given in Appendix B. 

4.^ Mineral Production. 

The average number of persons employed daily in the pro¬ 
duction of minerals from mines in India (for which 
reliable returns of labour stitistics are available) was 
413,1-58 in 1938. The chief minerals produced are chromate, 
coal, copper ore and matte, diamonds, gold, iron, magnesite, 
manganese ore, mica, manzite, zircon and elmenite, petroleum, 
ruby, sapphire and spinel, salt, saltpetre, and tin and tungsten 
concentrates. 

Including Burma, the annual output of petroleum exceeded 
300 million gallons. Without Burma, British India produces 
a negligible quantity, 87 million gallons in 1938, of which the 
Punjab accounts for 21 million gallons and Assam for the 
rest. 321,115 ounces of gold were mined in Mysore (Kolar 
gold fields) in 1938 ; the total for British India for the same 
year is 321,138 oz. (362,869 oz. in 1929). 

The production of minerals suffered a check during the 
years of depression, when prices fell heavily. Recovery set in 
after 1937. 

A favourable view is taken of India’s mineral resources. 
As far back as 300 B-C. Megasthenes wrote that India 
“has under-ground numerous veins of all sorts of metals, for 
it contains much gold and silver and copper and iron in no 
small quantity, ard even tin and other metals which are 
employed in making articles of use and ornament as well as 
the implements and accoutrements of War.” 1 

6 P. 142. 

* “Industrial Handbook published by the Indian Munitions Boards 

p. 128. 
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Writing in 1881 in the introduction to his “ Economic 
Geology of India , ” V. Ball thus commented on the passage 
quoted above :— 

"To many it may appear that it was a fanciful and fabulous 
India, very different from the country as it is now known to us. To 
such the facts set forth in this work not only as to the extent of the 
mineral resources, but also as to the ancient mining operations, will 
come almost as a revelation. 

"Speaking generally, the value of the majority of the deposits 
is relative to external circumstances. Were India wholly isolated 
from the rest of the world, or were her mineral production 
protected from competition, there cannot be the least doubt that 
she would be able, from within her own boundaries, to supply 
very nearly all the requirements, in so far as the mineral world is 
concerned, of a highly civilized community. But the consumer 
would probably have to pay more than he does at the present day.” 

About 1881, however, no important metallurgical industries, 
working on modern lines, existed in India. It was in 1885 
that the Mysore Gold Company was founded- The Barker 
Iron Works were, indeed, established in 1875, but it was not 
until 1899 that the Company succeeded in producing pig 
iron at a profit. Thus, at the beginning of the present century, 
the only successful metallurgical works were the gold mining 
and reduction plants of Kolar and the Barker Iron Works. 

Considerable progress has, however, been made during the 
past 25 years. 

5^ Coal. 

The industry has grown rapidly since 1897, in which year 
production amounted to a little over 4 million tons, This may 
be compared with the peak production of 25 million tons in 
J937 and the record output ol 29 million tons in 1940. 

The Coal Grading Board was constituted in 1925 and 
commenced operations in 19 26, Tne object of this Board is 
to ensure that only good-sized coil is exported. The Coal 
Grading Act provides for the grading of seams of coal and 
for the grant of cert ficates for coal intended for export. 

The varving fortunes of the industry between 1928 and 
19+1 may be studied with the nelp of the chain index. The 
chain index is the device employed in the Review of the Trade 
of India for the study of industrial profits. It is easily cons¬ 
tructed. 



86 


PRE-WAR ECONOMIC PROBLEMS 
Tabic III. 1. 

Coal Industry . Chain Index . 


1 

f 

1 2 

8 

4 

5 i 

1 

6 

Year 

Number 

of 

companies 

Profit 
(Rs. 1,000) 

Profits, same ^ 
companies 
preceding year 
(Us. 1,000) 

Link 1 
Relatives | 

i 

1 

Chain 
index 
1928 = 100 

1928" 

56 

8047 

_ 

10000 

1 10000 

1929 

58 

7916 

6-047 

9837 

| 98-37 

1930 

58 

9824 

7916 

12410 i 

12208 

1931 

62 

7716 

10333 

74-67 ] 

1 9115 

1932 

63 

1 6359 

7725 

82-02 

75 03 

1933 

64 

5098 

6345 

8035 

60 29 

1934 

61 

5048 

5098 

9902 

59-70 

1935 

62 

5429 

5079 

106-89 

1 63-81 

1936 

G1 

5305 

5416 

97-95 

6250 

1937 

56 

6071 

5288 

114-81 

71-76 

1938 

54 

12277 

6186 

198-46 

142*41 

1939 

55 

11990 

12177 

97 73 

13018 

1940 

55 

11993 

11900 

100-78 

140-27 

1941 

55 

9829 

11993 

81-90 

1 114 07 


Source : licviav af the Trade of India , 1011-42, p. 62. 


The number of companies varies from year to year, and therefore 
a fixed base is unsuitable. Col. 3 of Table III. 1 shows the profit 
earned by tlic number of companies given in col 2, and col. 4 shows 
the profits of the same companies during the preceding year. Taking 
1928 = 100, 58 companies earned a profit of Jts. 79.16,000 in 1929, 
their profit in 1928 amounting to Its. 80,47,000. Taking profit in 
1928 = 100, profit in 1929 is found to be 98*37. This is the ‘link relative* 
for 1929. The link relative lor 1930 is ; 

sas 5 -™ 


and so on for the other link relatives ; profits earned m a given year 
are expressed as a percentage of profits earned in the preceding year. 

The next step is the inter-linking of the link relatives. The chain 
index for 1929=100 00X98 37=98 37 
„ 1930=100 00 x 98 37 x 12C10 = 12208 

„ 1931 =100 00 X 98 37 X 124 10 X 74G7=01*15. 


Since the link relatives are given in percentage form, before multi¬ 
plying the decimal point is shifted two places to the left, and, in the 
product, two places to the right again. 

Thus, 91*15 X 82*32 (ignoring the percentage form) 

= *9115 X 8232 = -7503 = 75 03 
in percentage form. This is the chain index for 1932. 

The cliHin index shows the profitableness of the industry in each 
year as compared with the preceding year. 
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It is seen that there was a severe set-back during the years 
of the trade depression, the index falling to 59'7 in 1934 
(base 1928). This was due io over-production and internal 
competition. Recovery began in the year 1937. The indus¬ 
try was in a very prosperous condition in 1940. The heavy 
fall in profits in 1941 was due to the high level of production 
attained in 19*0, which was maintained in 1941. It appears 
that colliery owners “did not correctly assess the potentialities 
of the trade ; and the severe internal competition resulted in 
under bidding”. 7 Costs rose on account of dearness allowance 
paid to labour but the rise in prices was insignificant. The 
combined demand for coal on the part of Government depart¬ 
ments and public utility concerns (electric supply companies 
and the railways) accounts for a large proportion of the sales 8 , 
and the scope for the rise of prices is therefore limited. 

6. Industrial Profits, 1928-41. 

Before describing the progress of individual manufacturing 
industries we may review industrial conditions as a whole 
during 1928-41. 

Table III. 2. 

Profits and Chain Index Table for aU Industries . 


Year 

No. of 
Companies 

1 

Profits Rs. 1.000 

Profits same 
t onipumcs 
preceding year 

Chain index 
^(Base 1928 = 100) 

1928 

30b 

125223 

— 

100 0 

29 

308 

97019 

125223 

78 0 

00 

310 

59387 

98240 

471 

31 

317 

85811 

60698 

278 

82 

320 

44834 | 

30018 

34’G 

33 

324 

57321 

44891 

44*2 

34 

327 

81832 

57756 

62*6 

35 

335 

92502 

83052 

692 

36 

332 

81273 

92419 

631 

87 

334 

83511 

86286 

611 

38 

329 

93819 

84083 

68'1 

39 

, 340 

117158 

110152 

724 

40 

. 342 

1G0998 

117003 

99’6 

41 

1 341 

222777 

160924 

137 8 


Source : Review oj the Trade oj India , 1941-42, Pp. 40-41. 


Review of the Trade of India , 1941-42, p. 02. 
h It wa> bt.itid by Sir Aithur Gnflin, Manager of the N. W. R , in 
a recent broadcast talk that the railways accounted for 40 per cent of 
the output ot coal. 
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The link relatives, essential for constructing the chain 
index, are not shown in the table. But they can be easily 
calculated. The reader knows the method. 

Industrial profits sank to their lowest level in 1931, after 
which a gradual improvement began. There was a set-back 
in 1936-37. No comment here is necessary on improved profit 
conditions due to the war. 

7./ Government Policy. 

Political relations between India and England explain 
Government’s agricultural as well as industrial policy. As 
we have seen, steps were taken very early to improve Indian 
agriculture. Government’s attitude towards industry was 
that of indifference, if not of definite hostility. 

The famine of 1876-78 caused heavy mortality throughout 
India. Tne experiences of this famine were examined by the 
Famine Commission of 1880. In para. 103 of their report, 
the Famine Commission say : 

“A main cause of the disastrous consequences of Indian famines, 
and one of the greatest difficulties in the way of providing relief in an 
effectual shape, is to be found in the fact that the great moss of the 
population directly depends upon agriculture, and that there is no 
other industry from which any considerable part of the community 
derives its support. The failure of the usual rain thus deprives its 
labouring class, as a whole, not only of the ordinary supplies of food 
obtainable at prices within their reucli, but also of the sole employment 
by which they can earn the means of procuring it. The complete 
remedy lor this condition of things will be found only in the develop¬ 
ment of industries other than agriculture and independent of the 
fluctuations of the seasons. With a population so dense as that of 
India these considerations are of the greatest weight, and they axe 
rendered still more serious by the fact that numbers w r ho have no 
other employment than agriculture, are in large parts of the country 
greatly in excess of what is really required for the thorough cultiva¬ 
tion of the land. So fur as this is the case, the result must be that 
the part of the population which is in excess of the requirements of 
agriculture eats up the profits that would otherwise spring from the 
industry of the community. It is not surprising that in a country 
thus situated material progress is slow'.” 

What action was taken by the Government to promote the 
development of industries other than agriculture ? In 1861, 
with the exception of salt, all remaining import duties were 
abolished. The import duty on cotton goods had been 
abolished two years earlier. 

8^ Effect of the Great War on Indian Industries. 

India owes such industrial advance as has taken place 
to the lucky accident of the last world war. The Indian 
Industrial Commission (1916-18) brought home to the 
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Government and the people the danger of industrial deficien¬ 
cies The Industrial Commission wrote 

“ The list of industries which, though their products are essential 
alike in peace and war, are lacking in this country is lengthy and 
almost ominous Until they are brought into existence on an 
adequate scale, Indian capitalists will, in times of peace be deprived 
of a number ol piofitable enterprises, whilst in the event of a war 
which renders sea transpoit impossible, India’s all important existing 
industries will be exposed to the risk of stoppage, her consumers to 
great hardship, and her armed foices to the gravest possible danger/’* 

Every effort was made by the Government during the Great 
war to develop industries whose products were required, directly 
or indirectly for war purposes. Inaian Munitions Board 

was established in I ebruary, 1917. the functions of the 
Board were “to control and develop Indian resources with 
special reference to the needs created by the war,—to limit 
and co ordinate demands for articles not manufactured or 
produced in India, and to apply the manufacturing resources 
of India to war purposes with the specal object ot reducing 
demands on shipping 1 he primary object of the Munitions 
Board was to meet the demands of the armies operating in 
Mesopotamia but it helped ver> materially in the develop 
ment of Indian industries by purchasing in India articles and 
materials needed foi the cnil and military departments and 
for the rulways by diveiting, so far as it was practicable, 
orders for articles and materi ils from the United Kingdom 
to manufat tureis in India , ty giving assistance to individuals 
and firms who desired to import plant or to engage technical 
and chemical experts and skilled labour from England or 
elsewhere in order to establish new Industrie 1 * or develop old 
ones, and by the di semination of information and expert 
advice and the giving of othei direct or indiiect encourage¬ 
ment to persons prepaied to establish new industries in India. 

Apart fiom action taken by the Government to encourage 
Indian industries, the rise of prices, caused by the heavy 
decrease in all kinds of imports, gave a great stimulus to 
Indian manufacturing enterprise \ttempt was made by 
manufacturers to fill the gap caused by the shrinkage of 
imports Old industries were strengthened and enlarged and 
new industries were established But for certain causes, 
arising out of our pre war industrial weakness, the growth 
of industries during the war would have been even more 
rapid than it was. These causes were (1) the difficulty 


* Report , Pp 55-56. 
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of importing machinery and materials such as are not made 
in India ; (2) the shortage of coal and coking plant and the 
shortage of railway wagons and coasting vessels ; (3) the 
difficulty of procuring from abroad chemical and technical 
experts and (4) the shortage of skilled labour. 

9.\/Discriminating Protection- 

India’s fiscal policy was examined by the Fiscal Commiss¬ 
ion of 1921-22- The report of the Commission was not 
unanimous, the minority recommending ‘Protection* and the 
majority ‘Protection applied with discrimination,* The 
difference between the two points of view, for all practical 
purposes, is slight, for protection must always be applied 
with discrimination. A Tariff Board was constituted in 
accordance with the recommendations of the Fiscal Commiss¬ 
ion. In dealing with claims for protection the Tariff 
Board has to satisfy itself [a) that the industry possesses 
natural advantages, (6) that without the help of protection it 
is not likely to develop at all, or not so rapidly as is desirable, 
and (c) that it will eventually be able to face world competi¬ 
tion without protection. 

The chief object of the Commission in recommending the 
adoption of a policy of discriminating protection was to reduce 
the burden which protection inevitably imposes upon the 
consumer, to prevent the establishment of unsuitable indus¬ 
tries (which might be the result if all kinds of industries were 
indiscriminately protected), and to minimise the effect of 
protection on the balance of trade, or to maintain a favourable 
balaryce of trade. 

10- Iron and Steel- 

The first fruit of the labours of the Tariff Board was Act 
No- XIV of 1924 to provide for the fostering and develop¬ 
ment of the steel industry in British India. The Act 
authorised the Governor-General in Council to give bounties 
on steel rails and fish-plates and on railway wagons to com¬ 
panies producing these articles, registered under the Indian 
Companies Act of 1913, with a rupee capital, and having a 
certain proportion of Indian Directors, and imposed duties of 
30 to 40 per cent on imported iron and steel according to the 
stage of manufacture of the imported article, and the require¬ 
ments of the Indian industry. Protection in the first instance 
was granted for a period of three years, until the end of 
March, 1927- The rise in the rupee exchange after the 
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passing of the Act and the continued depression in the steel 
industry in European countries led to two further enquiries 
by the Tariff Board in 1924 and 1925. 

The situation was re-examined by the Tariff Board in 1926. 
It recommended the continuance of protection for a period 
of seven years, that is until 1933-31. The system of bounties 
was discontinued on the ground that it was likely to prove 
very costly. The production of the Indian steel industry was 
increasing, and it was doubtful whether the revenue from the 
protective duties would be sufficient to cover the cost of the 
bounties. Further, an element of preference was introduced 
in the duties levied on imported iron and steel- Two scales 
of duty were adopted—“basic duty” and “additional duty.” 
The “basic duty” was fixed with reference to the price of 
steel imported from the United Kingdom Continental steel, 
in addition to the ‘basic duty’, paid the ‘additional duty.’ 

Under protection the iron and steel industry progressed 
rapidly, and in 1934 protection was extended till 31st March, 
1941- 


Iron and Steel Industry 


Year 

Number of 

Chain index 

Companies 

llu.se 1928 = 100 

1028 


100 0 

1020 

2 

180 

1930 

2 

70 0 

1031 

2 

78-0 

1032 

2 

GO 2 

1933 

2 

90 3 

1934 

2 

109 2 

1935 

2 

192 9 

1930 

2 

1790 

1937 

3 

211-0 

1938 

3 

310 7 

1939 

4 

289 5 

1940 

4 

300-8 

1041 

4 

387 4 


The profit earned by the industry in 1940 amounted to4‘45 
crore Us-, and in 1 ( H1 to 5’73 crore Rs- 

The industry attained an average annual output of 750,000 
tons of finished steel in normal times ; 300,000 tons per year 
were imported. The output in 1941-42 was at least 50 per 
cent greater than in peace-time. 
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Adequate arrangements have been made at Jamshedpur 
(Tata Iron and Steel Works) for the welfare of labour-* 

11../Cotton Mill Industry. 

Bombay is the home of the cotton mill industry, but the 
first cotton mill was established near Calcutta in 1818- The 
first cotton mill was established in Bombay in 1851; ten years 
later there were a dozen mills at work in India and by 
1879-80 the number of mills had risen to 58- They employed 
about 40,000 persons, and had a little over 13,000 looms and 
about 1,500,000 spindles. In the year 1900-01, 422 million 
yards of cloth were produced in Indian mills- In 1913 
Indian Mill production amounted to 1,164 million yards, while 
3,197 million yards of cloth were imported from foreign 
countries (the United Kingdom sending us 3,104 million 
yards and Japan 9 million yards). 

At the close of the last century the industry was essentially 
a spinning industry (a little Jess than half of the total yarn 
produced was exported). The transformation from a spinning 
to a weaving industry took place during the 10 or 12 years 
preceding the last world war. During the war imports of 
cloth declined, prices rose and Indian production began to 
increase rapidly ; but the three years immediately following 
the close of the war were a period of the greatest prosperity 
for the mill industry. All mills were working to their full 
capacity ; the capital invested in the industry almost doubled 
between 1917-18 and 1921-22, and high profits were earned 
in Bombay and elsewhere. The percentage of dividends to 
paid-up capital in the case of Bombay mills was 40'1, 35'2 

* “Space does not permit here to assess adequately the infinite 
attention, care and forethought which have gone into the planning of 
the beautiful garden town of Jamshedpur and its environment where 
there are no slums, “busti 1 ’ and no plague-spots such as mar many 
industrial towns of the West and the older towns of India And what 
is more, the Steel Company has assumed the entire responsibility from 
the very beginning for proper administration of all its civic functions 
and obligations with courage and determination. Housing, health, 
sanitation, medical relief, education, recreation and social welfare on 
modern scientific lines all come in for a due measure of generous 
attention Inside the works, the adoption of an eight-hour day the 
provision of liberal service rules production bonus, provident fund 
benefits, sale-guards against accidents establishment of canteens and 
maintenance of proper working conditions have contributed material¬ 
ly to reduction of industrial fatigue, accident and illness, and to pro¬ 
motion of general improvement in morale and efficiency. Thus has 
the tempo of modern industrialism in India been set by the Tata Steel 
Works.*’ (Capital Trade and Industries Supplement, 1088, p. 50.) 
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and 30‘0 in 1919, 1920 and 1921 respectively. The boom 
was followed by the inevitable depression. Stocks of yarn as 
well as cloth increased and the attempt to force down wages 
led to strikes. The net profit of about 4 crores in 1922 was 
converted into a loss of 92 lakhs in 1925 and 134 lakhs in 
1925. A demand for protection was made in 1926, but pro¬ 
tection was not granted to the industry before 1930 (the 
Cotton Textile Industry Protection Act of 1930). 

A British Textile Mission, representing the Lancashire 
cotton industry, visited India in 1933 and concluded an Agree¬ 
ment relating to import duties on cotton goods, and encourage 
ment of the consumption of Indian cotton in Lancashire. 
This Agreement is known as the Mody-Lees Agreement. In 
January 1934 a Trade Agreement was concluded with Japan 
which, for the first time, fixed a quota for Japanese imports 
(400 million yards) and linked imports from Japan with 
purchases of Indian cotton by Japan. A second Agreement 
with Japan, based on the quota system, was concluded in 
1937. 

The progress ot the industry under protection has been 
rapid. 4084 million yards of cloth were produced in Indian 
mills in 1937-38, which is more than double the output of 
1928-29 (1,893 million yards). The imports of cloth had 
fallen to 591 million yards in 1937-38. The variation in 
profits is shown by the chain index : 


'ear 

No. of 
Companies 

Chain Ind 

1028 

58 

100-0 

29 

58 

991 

30 

58 

37-9 

81 

56 

525 

32 

58 

82 8 

38 

58 

33 9 

34 

58 

90 1 

85 

59 

89 0 

36 

59 

98‘8 

87 

50 

1382 

38 

59 

208-3 

30 

61 

1546 

40 

61 

2171 

41 

64 

533 2 


The output of cloth in 1941-42 amounted to 4,494 million 
yards. The chain index shows that profits of the year 1941 
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(declared in 1942) were about 5i times as high as those 
declared in 1928, and about twice as high as those in the 
precejtfng year. 

12/ The Sugar Industry. 

The Sugar Industry (Protection) Act was passed in 1932. 
Since then the progress of the industry has been remarkable. 
In the year 1932 the total number of sugar factories in 
India was 32 and the total production of sugar was 478,000 
tons. In 1937-38 the number of factories had increased to 
136 (not including 2 in Burma) and total production of 
sugar exceeded one million tons. The imports of Java sugar, 
which amounted to 937,000 tons (value Rs. 16 crores) in 
1928-29, had sunk to about 13,000 tons in 1937-38 (value 
Rs. 17 lakhs). India had become self-sufficient. 

Most of the sugar produced in India is cane-factory pro¬ 
duction, the proportion of khandsari and that of sugar refined 
from gur being negligible. Khandsari is an inefficient method 
of producing crystalline sugar of comparatively poor quality 
by boiling sugar in open pans. 

U. P. and Bihar are the two important centres of sugar 
production, U.P. accounting for .57 per cent and Bihar for 
24 per cent of the total output. 

The growth of the sugar industry led to a considerable 
increase in the area under sugar between 1931-32 and 1935-36 
(from 3*0 million acres to 4'1 million acres). The production 
of gur also increased considerably. After 1936-37 the area 
under sugar has fluctuated considerably. 

In the U. P. and Bihar the price of sugar cane purchased 
by factories for crushing is fixed by Government. 

We have built our sugar industry with imported machinery. 
The total value of sugar machinery imported between 1932- 
33 and 1937-38 was 8} crore rupees. 

An excise duty was imposed on factory produced sugar at the 
rate of 1-5 per cwt. in 1934-35. The object of the excise was 
partly to compensate the Central Government for the loss of 
revenue from sugar import duties, and partly to prevent the 
too rapid growth of industry, which was considered unhealthy. 

The excise duty was enhanced in 1937 and again in 1940. 

The present output of 151 factories may be taken as 
slightly exceeding 1 million tons annually. A policy of 
restriction of production was adopted in 1941-42. The out¬ 
put of gur rose from about 2*8 million tons in 1931-32 to 3*4 
million tons in 1940-41. 
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13. Match Industry. 

Protection created the sugar industry. The match industry 
provides another example of the beneficial effects of protec¬ 
tion under favourable conditions. 

Before the year 1921 there was only a single match-factory 
(the Gujrat Islam Match Factory of Ahmedabad) which, in 
spite of severe foreign competition, could make a small profit. 
The imports of matches in 1919-20 amounted to 15 million 
gross boxes. In March 1921, the duty on imported matches, 
which had already been raised from 5 per cent ad valorem 
to per cent in March, 1916, was fixed at 12 annas per 
gross, and in March, 1922, it was raised to Rs. 1-8-0 per 
gross. All these changes in duty were determined by fiscal 
necessity. The increase in duty in 1921 and 1922 took place 
at a time when the Government of India weie faced with a 
succession of budget deficits. 

“With the imposition of a duty on imported matches,’' says 
the Report of the Tariff Board on the match industry, 
between 100 and 200 per cent ad valorem, the position 
changed rapidly.”* 

The increased duty was leviable on finished matches, not 
on undipped splints and veneers, and arrangements were made 
to import the latter from Japan. The manufacture of matches 
from imported veneers and splints proved very profitable. 
From 1st March, 1924, specific duties were imposed by 
Government on veneers and splints for the sake of revenue. 
But in the meantime Indian enterprisers had gained some 
experience of match manufacture They now imported 
machinery for the manufacture of splints, veneers and boxes ; 
aspen wood, on which a 1.5 per cent ad valorem duty was 
levied, was imported from Japan or Sweden. An Indian match 
industry thus came into existence. 

The Tariff Board estimated that in 1927, 27 match factories 
existed in India, with an out-turn capacity of 500 gross boxes a 
day or over, and a total capacity of about 18 million gross 
boxes annually. 

14. Cement. The cement industry in India enjoys many 
natural advantages. Limestone of excellent quality exists in 
many parts of the country. The longest distance over which 
limestone has to be conveyed is 32 miles. Suitable clay is found 
close to the works, and there are ample supplies of limestone 
and clay for a long period of years. Gypsum, the only other 
raw material needed, is also produced in India. The supplies 

* Report , P. 4. 
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of labour are adequate and the process of cement manufacture 
does not necessitate the employment of highly skilled workers 
from abroad. In respect of fuel, however, the cement indus¬ 
try is subject to a serious disadvantage. With one exception, j 
all the companies are situated at long distances from the I 
coalfields, and the freight on coal is a very serious item in the/ 
cost of production. 

The Indian market for Portland cement is a large and 
growing one. Between 1900 and 1910 imports increased 
from 43,000 tons to 135,000 tons and in the last two pre-war 
years (1916-18), when home production was negligible, cement 
was being imported at a rate exceeding 140,000 tons a year. 

The total quantity of Portland cement produced in India in 
1914 was 945 tons. 

During the Great War Indian cement factories (3 in number) 
were working under Government control, and the great bulk 
of their output was taken by the Indian Munitions Board at a 
price not exceeding Rs- 55 a ton ex-works ■ Control ended 
in the middle of 1919 and the companies were able to sell 
their product at very remunerative prices, which were, how¬ 
ever, much below the price of Bntish cement- In 1922 the 
price of Indian cement began to fall, and iL fell still more 
heavily in 19 23-25 when the production of the new factories 
came on the market- The fall in price was entirely due to 
production having exceeded consumption- \n application 
for protection was made to the Tariff Board which recom¬ 
mended the grant of a bounty, under certain conditions, on 
the cement conveyed to the ports. The Government of India 
refused to take any action on the ground that there were 
objections of principle to conditi mal legislation, and that they 
saw no justification for Government intervention- 

Prices were stabilised by agreement among producers. 

In 1926 the Indian Cement Manufacturers' Association was 
formed and shortly after this the Concrete Association of 
India- In 1930 the Cement Marketing Company of India, 
Ltd-, was established to control the output on a quota basis, 
and to save waste on account of excessive railway freights 
by a rational distribution of orders- 

Both the output and the price are controlled by a merger 
which was effected in 1936* Since then the cement industry 
is working more or less as a single organisation- India has 
attained self-sufficiency in regard to cement and imports 
have dwindled to a low figure- The production of Portland 
cement in 1937-38 amounted to about 1'2 million tons. 
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15. Paper. 

The Government decided to assist the bamboo and the 
paper pulp industry in 1925 by the imposition until March 31, 
1932, of a specific protective duty at the rate of 1 anna per lb- 
on all printing paper (with certain exceptions) which contained 
less than 65 per cent of mechanical pulp and on all writing 
paper. 

The grant of protection to the Indian paper industry marked 
a new phase in the development of the industry. Paper has 
been manufactured in Indian mills for about hO years now- 
After the Great War the industry suffered much on account 
of dumping by foreign manufacturers of paper, and the rise in 
exchange added to the difficulties against which Indian manu¬ 
facturers had to contend. Competition from Scandinavia and 
Germany before the Great War made all Indian companies 
lose, but they made considerable profits during the Great War- 
After the Great War intense foreign competition started, assis¬ 
ted as it was by depreciated currencies, with the result that 
the Indian mills were undersold. Germany and England were 
chiefly responsible for dumping paper into India- The 
Scandinavian mill* cannot afford to dump, as the domestic 
consumption of Norway and Sweden is small and no manu¬ 
facturer can dump 80 or 90 per cent of his output- 

In the year 1 ( ^26, 9 paper mills were working in India with 
a total output of 32,14+ tons- The Tariff Iioard estimated 
the outpuL of Indian mills at 33,000 tons a year, and expected, 
as the result of the expansion of the industry, that the output 
could be raised to 43,000 tons annually. 

It is impossible to make newsprint in India- Mechanical 
pulp has never been made from either grass or bamboo, the 
raw materials used in India- We cannot have cheap news¬ 
papers unless we continue to use (imported) papers contain¬ 
ing a high proportion of mechanical wood pulp. 

Old newspapers come almost entirely from the United 
Kingdom and are used largely in Bombay, Sind and Burma 
as the cheapest kind of wrapper- No manufactured paper 
can compete at the prices at which old newspapers are sold. 

There are also certain kinds of papers which are not likely 
to be made in India : expensive rag papers ; all coated paper 
such as art paper ; and special manufactures such as blue 
match paper and tissue papers. Indian mills have started, 
making pasteboard, millboard and cardboard. 

Paper has hitherto been made in India from sabai grass 
but grass on account of its high cost, has no chance in 
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competition with bamboo pulp. The future belongs to the 
bamboo and the paper pulp industry. 

Paper made from bamboo pulp is inferior to sabai gras* 
paper in strength and durability, but tor the great bulk 6f 
papers consumed in India bamboo fibre is quite good enough 
—certainly as good as wood, and possibly better. The 
quantities of bamboo which are commercially available in 
India are enormous. Mr. Raitt is of opinion that “from 
bamboo, taking only that which is available under possible 
manufacturing conditions, Burma, Bengal and South West 
India could produce ten million tons of pulp per annum — 
India could therefore produce pulp for the whole world-”* 

The advantage of using bamboo pulp in paper-making is 
that its supplies are practically inexhausible. Bamboo is 
annually reproductive ; wood requires 60 years to grow- 

The supply of raw material for the Indian paper industry 
is secure, and we may even say that when our bamboo re¬ 
sources are developed, our manufacturers of paper will be in 
a position of advantage as compared with European manufac¬ 
turers. But in certain other respects they enjoy no advantge. 

The cost of chemicals in India is high. Most of the chemicals 
required for the manufacture of paper are now made in India, but 
their prices are regulated by tlio->e of imported chemicals and they 
usually exceed the prices paid by European mills by the full amount 
of the sea-freight and landing charges, and in most cases, of the 
customs duties as well. Another difficulty is that the chemicals have 
to be brought to the mills from long distances, and the transport 
charges are heavy. Similarly most of the mills have to pay heavy 
transportation charges for coal. The best coal in India is found in 
one locality—the Raneegun j coal-held, and a paper mill which chooses 
to be near the sources of the raw material has to pay a heavy price 
for its coal. Indian labour is cheap, but when we consider the 
possibilities of expansion of our industry we cannot forget that the 
initial cost of paper mills in India is high—that ot a new European 
mill is estimated to be three-fourths or two-thirds of the initial cost 
in India. 

On the whole, the prospects of paper-making from bamboo 
pulp are hopeful- While the manufacture of paper from 
sabai grass under conditions of absolute free trade, except in 
the Punjab, is considered to be impossible, it is expected that 
if the abundant supplies of bamboo which exist in India are 
developed, the industry will need no further assistance for 
many years than what the existing protective duty gives it, 
and tbat eventually, as the cost of wood pulp increases, the 
industry would be able to do without protection altogether. 

* Paper read to the Royal Society of Arts in 1921. 
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The production of paper in 1939*40 is shown below:— 


Production of paper in 

1939-40 

1089-40 

(1,000 cwts.) 

White and unbleached printing, 
other than news printing 

591 

Coloured printing, other than news 
printing 

43 

Writing paper and envelopes 

395 

Manilla 

22 

Badami 

162 

Packing papers 

83 

Pulp-boards 

22 

Blotting 

15 

Other kinds 

84 

Total ... 

1,417 


The actual output of paper of all kinds in 1939-40 was 
about 71,000 tons, which is 63 per cent higher than the level 
which the Tariff Board expected the industry to attain (43,000 
tons annually). 

The chain index for the paper industry (1928= 100) shows 
a fall in profits to 86*6 in 1932 and a rise to342‘0 in 1940 and 
419-8 in 1941. 

16. Jute. 

The inception and development of the jute industry is due 
to foreign enterprize.* 

* The following passage, taken from the Imperial Gazetteer of India, 
Vol. Ill, relates the early history of jute ; 

"Jute fibre was first experimented with by Europeans in 1820, the 
result being so unfavourable that brokers were for some years subse¬ 
quently required to give a guarantee that sales of fibre effected by 
them were free from adulteration with jute. One of the earliest 
commercial references to the fibre occurs in the Customs returns of 1828. 
In that year 804 cwts. of raw fibre valued at Its. 020 were exported to 
Europe. The manufacture of gunny bags and cloth was at that time 
entirely in the hands of the llengal peasant weavers, but the traffic 
could not have been very extensive. In 1832 an enterprising Dundee 
manufacturer experimented once more with the fibre and was able to 
show that it might be used as a substitute for hemp. From that date 
jute gained rapidly in popular favour. It was recognised that it 
was capable of the most minute separation, but it is only within the 
last few years that this advantage has been utilised for the finer 
textile purposes In time the difficulty of bleaching and dyeing the 
fibre disappeared ; and the success of jute being thus assured, the 
roundation of the manufacturing enterprise of Dundee and Calcutta 
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The average area under jute from 1895-96 to 1899-1900 
was 2 million acres and the average yield of jute 5’8 million 
bales of +00 lbs. each. During the last world war exports 
of raw jute declined but those of jute manufacture increased 
from about 20 crores of rupees (average 1909-10, 1913-1+) to 
45 crores of rupees (war average)- Before the trade 
depression, in 1928-29, the area under jute was 3*1 million 
acres and yield 9'5 million bales- 

The contraction of world trade during the depression years 
and the use of substitutes caused a heavy fall in the price of 
jute- The fall of jute prices was disastrous: at the same 
time the quantity of raw jute and jute manufactures exported 
decreased- 

The situation was met by the curtailment of factory pro¬ 
duction and Government propaganda to persuade the culti¬ 
vator to sow less jute- Foreign manufacturers (Dundee, in 
Scotland, manufactures jute goods) took advantage of curtaii- 
ment of Indian production to capture an appreciable propor¬ 
tion of Calcutta’s trade- 

Several fibres have begun to compete with jute, e-g-, Sisal, 
a fibre extracted from the broom plant in Italy ; NewZealand 
flax and Canadian sack wool- 

According to a newspaper report (Tribune of Lahore, dated 
x\pril 12, 1914), a survey of the United States Department of 
Agriculture states that the production of jute in the Amazon 
valley has risen from 22,000 bales in 1937 to 4 million bales 
in 1943, and a substantial increase in production in 19+4 is 
expected. 

New uses for jute have also been discovered. Jute may 
be used for insulating materials, for roofing, and for the 
production of sheeting for internal and external walls. Jute 
cloth may be used for wire mesh in concrete structures and 
also in road making. 

The total output of jute manufactures increased from 1 
million tons in 1935-36 to about 1’3 million tons in 1939-40. 
The principal jute manufactures are :—canvas, gunny bags, 
gunny cloth, rope and twine. 

The varying fortunes of the jute industry between 1928 
and 1941 are well brought out by the chain index : 
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Year 

Number of 
companies 

Chain index 
Base 1928 = 100 

1028 

47 

1000 

1020 

47 

85'G 

1030 

47 

379 

1031 

49 

8‘7 

1032 

50 

12-6 

1033 

52 

19-8 

1034 

53 

344 

1035 

53 

30-8 

1030 

53 

259 

1937 

5G 

111 

1038 

50 

-0-8 

1939 

00 

13G 

1940 

00 

48-9 

1941 

GO 

4G8 


17- Tea- 

In 1932-33 exports of tea from India amounted to 379 
million lbs- as compared with 367 million lbs- in 1927-1928, 
but the value of exports was a little over 17 crores as 
compared with about 32i crores in 1932-1933- The fall in 
the value of exports was due to the fall in price. 

The only method of arresting the decline in prices was 
restriction cf production and of exports* At the suggestion of 
the Dutch a plan was adopted in 1932, which was to remain 
in operation for five years, by which the principal producing 
countries undertook not to export more than a given 
quaniiiy in any year, Lhe quantity to be revised annually. 
The control of exports is now statutory. But it soon appeared 
to the Indian Tea Association that “the control of exports 
was not in itself the Alpha and the Omega of recovery.”* 
The control of exports was supplemented by the control of 
production- A scheme of voluntary control of production 
was devised and put into operation with the requisite support 
of 93 per cent of the producers in India- 

Propaganda to increase the sale of tea or to encourage 
tea-drinking in India is carried on by the Indian Tea Market 
Expansion Board. It is estimated that the consumption of 
tea in India has risen from 18 million lb* in 1902-1903 to 

* Capital , December, 1033, Supplement, P. 22. 
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10 million lbs* per annum at the present time- This repre¬ 
sents a consumption per head of less than i lb- in India as 
compared with 11 lbs- per head in the United Kingdom- 
The tea industry, 'taking a very long view’, is thinking of 
developing the American markets- It is feared that the 
British demand for tea will tend to decline. ’‘There seems 
little reason for doubt that in fifty years’ time the population 
of Great Britain will be considerably less than it is now, and 
it is therefore essential to find some market to replace that 
which will be lost as a result of the decline in the population 
of Great Britain” (Capital Jubilee Number, p- 105). 

International tea control has been referred to above. 
Towards the end of the year 1937 the continuance of inter¬ 
national control was agreed to by the participating countries, 
and it continues. 

In the year 1939-4U, about 738,000 acres were under tea in 
British India, and the yield of tea was about 453 million lbs. 

The chain index (base 1928= 100) shows a fall of profits to 
—IT in 1932 and a rise to 95\5 in 1940 and 139'9 in 1941- 
Statistics of production of paints and heavy chemicals are 
published annually in the Statistical Abstract for British 
India . Paints include : dry colours, paste paints, mixed 
paints, enamels, varnishes, and oils (excluding raw linseed oil). 
The heavy chemicals for which statistics are available are : 
hydrochloric acid, nitric acid, sulphuric acid, alum, aluminium 
sulphate, ammonium sulphate, ferrous sulphate, magnesium 
sulphate (Epsom salt) and sodium sulphate (Glauber’s salt)* 
The number of woollen mills at work in British India in 
1939 was 13. Production figures are not available. 
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Cottage Industries in the United Provinces 

Indigenous industries ‘ are lapidly declining” for the following main 
reasons : 

]. Machine competition. Machine-made goods arc cheaper, are 
better advertised, and present a wider range of choice. 

2. Small industries in articles of luxury are subject to changes of 
fashion and ideas. 

3. Both the former patrons and producers are poorer than they 
used to be. Improvidence and intemperate habits have made the 
cottage w T orker poor. 

1. Lack of co-operation among workers. They undercut each 
other and spoil the market. The price at which the neediest worker 
sells rules the market. By combining the producers will be able to 
raise prices. 

5. Loss of skill and knowledge. This is partly the result of the 
falling off in demand. 

“The improvement and extension of the cottage industries of the 
province,” says the Census Superintendent, “is of vital importance. It 
would seem that the only remedy is for commercial men to pick out 
the cottage industries the products of which are likely to meet with 
a demand in this country, improve the processes as far as possible, 
and advertise and make arrangements lor distribution.” 1 He thinks 
the competition with machine-made goods in the United Provinces is 
of significance to organised industries, but “of secondary importance 
to the de\elopmcnt of cottage industries.” 

The more important cottage industries arc the following : — 

Papier M ich* in Radaun City. It is st-ited tn “have fallen on evil 
times.” The local manufactures cannot find even a local sale “in the 
face of the showy Japanese and German goods sold everywhere.” 

Ainroha City once produced cotton pile-carpets which “adorned 
palaces at Delhi und \gra.” Many small industries in the Moradabad 
District have been destroyed by money-lenders 

Amroha produces durries, which have also been affected by com¬ 
petition from cheap machine-made durries. Other declining or extinct 
Amroha industries are : embroidered caps (which have been replaced 
by the fez), embroidered waistcoats, saris and other articles of 
dress, brass tlttings for eaits and palanquins, the glass industry, 
“which has completely disappeared due to imported atieles from 
Bombay and Japan,” swords, dholahs , pjttcry, combs, and horn 
articles. 

1 Census Report for the United Provinces, 1931, p, 424. 

103 



104 PRE-WAR ECONOMIC PROBLEMS 

The brass ware industry of Moradabad is flourishing. It is now 
using electrical machinery to fashion the vessels. Sheet-brass is replac¬ 
ing bharat brass. Kalai (tinning) is being displaced by yellow polish. 
These changes are reducing the number of people employed in the 
industry. 

Village artisans in the Etawah District are abandoning their crafts 
and taking to agriculture for a livelihood. The glass bangles industry 
is not doing well, but Etawah silk and cotton cloth still have a 
market. 

Phul i vessels made of a special alloy of copper, tin and certain 
other metals) and brass ware industries of the Ballia District “are at 
present suffering acute depression.” The demand for polished earthen¬ 
ware jars (decorated with geometrical designs or flowers) and for 
locally made perfumery has also fallen. 

“Garhwal reports that colton growing and spinning has died out 
completely in the last 30 years in the face of outside competition.” 2 
The import of metalwares has ruined the manufacture of wooden 
cooking and drinking utensils. Basket-making is also dying as a result 
of external competition. 

Rai Bareli District innkes crude glass phials, domestic utensils, and 
iron nut-crackers. “The fine muslin weaving of Jais, Nasirabad and 
other places is now reported to be extinct as a result of the spread of 
the cheaper machine-made varieties.” 

Some demand exists in Nepal for cloth woven and printed in the 
Fyzabad mid Gonda Districts. 

There is a considerable export from the Gonda District of bankas 
grass used in 11 akiug paper. Patwa fibre is also pressed and exported. 

Cloth-weaving and .calico-printing have declined for the usual 
reason. Babka grass is made into ropes in the Bahraieh District and 
exported. 

The indigenous sugar industry is declining in all districts. Flour 
mills have replaced hand grinding in ino^t towns. 

Decaying Industries of Bengal 

Blacksmiths are found at work in every district of Bengal They 
make primitive implements u-»cd in cultivation, tv res for bullock carts 
and locks of a simple type. 

Blanket-making is an industry of Western Bengal 

Boat-building is practiced wdierever there is water. Chittagong 
was once famous for its ship-building and still makes a characteristic 
type sf sea-going boats. 

“ Indigenous brass and bell metal industries have been seriously 
affected by the importation of cheap enamel, aluminium and porcelain 
vessels,”* 

Cotton-weaving is the most universal home industry. Silk of more 
than one kind is reeled, spun and woven in several parts of the 
province. 

Other industries are the making of cart-wheels : conch shells ; dyes 
(the making of vegetable dyes is now extinct in Bengal) ; gur and 

2 Census Report for United Provinces, 1931, p. 423. 

* Census Report for Bengal, 1931, P. 304. 
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sugar ; articles of horn ; lac toys ; lime (from kankar ) ; mats ; baskets 
and wicker-works ; measuring bowls of wood ornamented with brass 
plates ; pottery ; sola helmets from the pith or the soft, white wood 
of the sola plant, and also toys, decorations and bridal crowns ; and 
vegetable oils. As illuminations, vegetable oils (< have been ousted by 
cheap kerosene.'*t 

Disappearing Industries of Madras 

The industries which have disappeared or are disappearing from 
Madras arc Lhe manufacture of glass bangles (now extinct) ; paper ; 
Kalam Kaii or printed cloth (chief seat Masulipatam) ; pithwork, 
including garlands ; musical instruments and ornamental fans of 
Tanjore ; indigo ; lojs; lacquer-woik ; boats (boat-building experienced 
a temporary revival at the outbreak of the last world war on account 
of the shortage of vessels); Jutkas (a conveyance) ; gold and silver lace- 
tlurad ; crochet-lace and artistic pottcTv. Jutku building is declining 
on account of the development of motor transport and the opening 
up of the country by the railway, Sonic the causes of the decline of 
orochc t-Licc industry are (1) changes ol fashion, (2) keen competition 
of Japanese lace and of machine made lace imported from other 
countries, and (.‘1) high duties levied in the United States of America 
and other countries. 

Cottage Industries in the Punjab 

Valuable information about cottage industries in the Punjab towns 
and rural areas is given in a nionogiaph entitled “ Survey of Arts and 
Handicrafts in the Punjab ” piopuTod by the Punjrib Department of 
Industries. 1 am indebted to the Department for permission to use it. 

A village community requires aitides of domestic use and agri¬ 
cultural tools and implements ll is the function of village artisans to 
meet these requirements. V very huge propoition of the goods that 
they produce is thus meant to satisfy a local demand. 

The weaker produces coai^e cloths rl various descriptions, i.e., 
durrics , khes (bed-spread . doiahis (bed spiead), chadars , Khaddar , 
tchband (winst-clothi, lungis (turban cloth), daryais and coarse woollen 
/ois, blankets, etc*. 

The blacksmith supplies agiiciillural implements made of iron such 
as ploughshares, axes, rakes, se\ Mies, and iion pots pans and other 
utensils. Kxpert blacksmiths make Persian wheels and spare parts. 

The caipentei supplies agricultural implements made of wood and 
articles of dome slic use. 

Tlie shoe maker supplies leather pai Ls of agricultural implements 
and shoes, the blacksmith s bellows, the water carrier’s mashk, leather 
thongs, whips, etc The potter makes glazed and unglnzed clay 
crockery and toys, earthen vessels, hukkas , rhilams, bricks, etc. 

Other rural ciuflsmcn are tanners, oil-millers, tailors, goldsmiLhs, 
dyers, masons, calico printers, utensil-makers, brick-moulders, and 
rope and string manufacturers. 

The following village industries also deserve to be mentioned : 

Leather tanning (Lahore, Mull an, Kiulkot and oilier districts), 
weaving of specialised designs < Multan and lloshiarpur, and near 

t Census Report for Bengal , 3931 ; P. IU)0 

X Census Report for Madras, 1931 ; P. 250. 
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Leiah and Bhera), wool-weaving (Muzaffargharh and Kulu valley), 
silk-weaving and Multani lungit (Multan, Hoshiarpur and Amritsar), 
niat-making and basket work (Muzaffargarh), Persian wheels, reed- 
stools with and without arm rests (Kasur), papier mach6 and clay toys 
(Kangra), Damascene work, weighing scales, lacquer-work, spinning 
wheels and piras, mother-of-pearl buttons, links, hair-clips, ear-rings, 
watch-chains, bracelets, necklaces, rings, etc. (Jullundur), shellac 
(Jullundur), woollen blankets und rings (Jullundur), chased lacquer- 
work (Hoshiarpur), fodder-cutters, sugar-cane presses, oil engines and 
sugar centrifugals (Jullundur), trouser-strings, brass and ivory inlaid 
and carved furniture and lacquer-work toys (Hoshiarpur), brass and 
copper utensils (Hoshiarpur) cutlery (Gujranwala), fioor-durries (Guj- 
ranwala) wooden combs, and harness and saddlery (Gujranwala). 

The industry which supports the largest number of craftsmen is 
cotton-spinning, and sizing—2J lakhs of male and female workers in 
the Punjab. 

Most of the articles produced by village craftsmen are crude and 
bulky, and the external demand for them is negligible. It is further 
stated : 

“The output of industrial products, both for the market and house¬ 
hold consumption, has declined considerably owing to the heavy 
imports of cheaper substitutes.” 

This is true of both agricultural implements and articles of domestic 
use. 

The wooden Persian wheel is being replaced by iron Persian wheels 
fitted with galvanized iron-sheet buckets, the wooden floor mills by 
iron mills, the hand-chopper by the mechanical cutter, and the w'ooden 
sugar-cane crusher by the iron-roller. Cheap tin enamel-ware and 
aluininium-ware are replacing the products of the village potter and 
metal utensil makers. 

As the result of this competition the prolits of rural artisans have 
fallen “to the barest minimum.” 

The position of most of the hand-workers in towns in this respect 
is very much the same : “The importance of the articles produced by 
handicraftsmen is declining on account of cheap imported substitutes 
and Indian mill-made goods which come into competition with them.” 

A list of the handicrafts practised in the towns of the Punjab is 
given below 

Metal : Steel trunks ; masonry instruments ; utensils of brass, 
copper and bronze ; locks ; carpenter's tools and instruments ; knives ; 
swords ; kirpans; scissors and razors (Jugadhri) ; iron vessels and 
almirahs (Jagadhri) ; iron safes (Amritsar and Gujranwala) ; tinware ; 
and iron railing and gates ; gold and silver-refining ; fly-shuttle 
loom (Amritsar) ; galvanized iron sheet trunks, tubes, buckets, etc. 
Persian wheels ; iron chairs and tables ; macaroni machines and brass 
handles for almirahs; tailor’s iron ; joiner’s hammer ; charcoal boxes ; 
wool-clippers ; sugar-pans and karahis (Batala) ; Kharas or flour-mills; 
cutlery (Wazirabad); hunting and garden knives ^ Wazirabad). 

Textile : Cotton bed-sheets ; silk lungis ; woollen chadars and 
dhussax (Jalalpur Juttan); woollen blankets (Panipat); silk saris, shirt¬ 
ings and suitings; artificial silk; daryai shirting and curtain cloth; raffle 
cloth ; machine-embroidered shawls (Lahore and Amritsar); dyeing ; 
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cotton piece-goods; wool-cleaning (Fazilka); cotton and woollen yarn; 
cotton tussores ; trouser-strings. 

Artistic: Fancy wood-work (Chiniot) ; embroidered kullahs ; 
clay toys ^Ropar) ; glazed pottery (Multnn) ; calico-printing; chiken- 
dozi ; ornamental painted leather vessels iMultanj ; caipets (Multan 
and Amritsar) ; silver-enamel led goods ; ivory boxes ; lacquered wood¬ 
work ; gota-kinari ; embriodered shoes ; artificial jewellery ; pliulkari 
embroidery (JulUindur) ; lac bangles ; gold and silver ornamental 
utensils, 

Leather : Gut (Sialkoti ; tanned leather; bottles and iars for 
containing oil (Jhangj ; boots and shoes (Karnal and Hansi) ; belting ; 
harness and saddlery ; Indian shoes. 

Wood : Basket-ware ; furniture; cane walking-sticks ; combs of 
horn and wood ; cait and cart-wlifels ; bed-legs ; wooden slippers, 
flutes (Kartarpur) ; packing boxes. 

Miscellaneous : Spnits goods (Sialkot) ; musical instruments • 
hand-made paper (Sialkot) ; book-binding ; ink ; card-board boxes ; 
shellac ; brushes; chick curtains; bricks : hemp ropes ; tiles (Amritsar) , 
patra-mats and biooms ; sugar candy (misri and ku/a) ; confectionary 
and bakery goods ; jams, chutney and pickles ; \inegar, bar-soap ; 
perfumery, essences, and hair oil ; candles ; disinfectant fluids, chalk; 
pencils and crayons (Gujranwala). 



CHAPTER IV 


1 .Al>OUR PROBLEMS 

In this chapter we are concerned with factory labour. 
The educated unemployed are dealt with separately. Doth 
classes taken together represent a small fraction of the popu¬ 
lation. This is not to say that their welfare is of minor 
importance, or is not a proper subject for study. But it 
should never be forgotten that an over-whelming majority of 
our workers are not employees, but independent producers, 
e.g., peasant proprietors, tenant cultivators and hand-workers. 
They work not for wages, but profits. In the industrial 
countries of the west employees or 'wage-slaves’ form a high 
proportion of the total number of workers, that is not so in 
India. 

1. The Indian Labour Commission. 

Problems connected with Indian factory labour were 
examined by the Indian Labour Commission, appointed in 
1939. The recommendations of the Labour Commission, which 
cover a wide field may be divided into three groups :—(l) 
conditions of employment and work, (2) the standard of life 
of the worker, and (3) general questions relating mainly to 
the industrial worker, namely, workmen’s compensation, 
trade unions and trade disputes. 

As regards hours of work the Commission suggested a weekly limit 
of 54 with a daily limit of 10 for adults, and 5 for children of from 
12—15, instead of the then prevailing 00 and 11 for the former and 6 
for the latter. Detailed recommendations were made legarding rest- 
intervals, spread-over of hours and exemption of factories from the 
provisions of the Factories Act relating to hours of work. 

Working conditions in factories were subjected to a careful exami¬ 
nation and remomin“ndations made for improving the welfare and 
safety of the workers under the headings : Health, Safety, Welfare 
and Administration. Special stress was laid on amenities for working 
mothers. 

As regards seasonal factories (cotton ginning and pressing factories, 
tea factories, rice mills and jute presses) the Commission recommended 
the establishment of standards “which may not be identical with 
those of perennial factories, but which will be enforced with as much 
vigour as is applicable to the latter." 
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The Commission drew pointed attention to certain gross abuses 
of child labour in seasonal factories, i.e. y unhealthy conditions of 
work, corporal punishment in some places, long hours and low pay 
(2 annas for 10 or 12 hours of work). The recommendations of the 
Commission regarding the pledging of the labour of persons under 15 
years were meant to apply to all, and not merely to unregulated 
factories ( i.e. 9 factories lining power but employing less than 20 
persons, or factories using no power but employing a substantia] 
number of workers). 

Weekly hours of labour in mines were fixed by law at 60 above 
ground and 54 below. The Commission recommended reduction in 
hours of work above ground to 54 ; that recruitment of women for 
underground work be discontinued ; and that children under 11 be 
excluded from work in or about mines. 

The Report of the Commission vividly describes the deplorable 
housing conditions in industrial areas. The Commission urged the 
need for town-planning Acts in Bombay and Bengal, and asked the 
Government to lay down minimum standards regarding cubic space, 
ventilation and lighting, drainage and sanitation, utul to insist on the 
adoption of model bye-laws issued by them (Government). The 
Government were also to subsidise in various ways employer’s building 
schemes approved by them. The Commission also recommended the 
strengthening of the Provincial Public Health Departments and the 
enactment of comprehensive public health measures. Particular 
attention was to be devoted to anti-malarial measures and to 
maternity welfare ; the enactment of maternity benefit schemes was 
suggested. 

The Commission recommended the extension of the Workmen’s 
Compensation Act of 192IJ, and the improvement of scales of 
Compensation 

In regard to Lradc unions the Commission recommended that 
registration of unions should be encouraged and their recognition 
made easy. The Trade Unions Act was to be re-examined in not 
less than three years time. 

The Commission recommended collaboration between the 
employer and the Trade Union (where such exists) in the 
formation and working of Works Committees. Also there 
should be a larger body of representatives of workers and 
employers of the industry in the centre concerned. The 
establishment of some permanent statutory machinery to 
deal with trade disputes was to be considered before the 
expiry of the Trade Disputes Act of 1 L >29 in 1934. Mean¬ 
while Government were to utilise their power to establish 
Boards or Courts where considered necessary or useful. 
Every provincial Government was to have an officer or 
officers to undertake the work of conciliation and bringing 
about private agreement. 

The Commission also recommended that in the frame-work 
of the future political constitution provision should be made 
for an Industrial Council which would enable representatives of 
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employers to confer regularly on labour measures and policy. 
Labour representatives should be elected by registered Trade 
Unions or, failing this, nominated by Government. The 
functions of this Council were thus defined : 

(1) to examine proposals for labour legislation referred to 
it and also to initiate such proposals ; 

(2) to promote co-operation and understanding among 
those concerned with labour policy ; 

(3) to advise the central and provincial Governments on 
the framing of rules and regulations ; 

(4) to advise regarding the collection of labour statistics 
and the co-ordination and development of economic research. 

2. Government Action on the Report. 

Special reports show the action taken by the Government 
of India and the provincial Governments on these recommen¬ 
dations. 

Many of the recommendations which involved Central 
legislation have been given effect to in the Factories Act of 
1934. This Act repeals the Indian Factories Act of 1911 and 
the amendments of the Act in 1922, 1923, 1926 and 1931. 

Working Hours of Adults .—The weekly limit is 54 hours 
for perennial factories and 60 hours for seasonal factories.* 

Sunday will be a holiday except in cases specially provided 
for in section 35. 

Daily hours .—The limit is 10 hours for perennial and 11 
hours for seasonal factories. 

There will be a rest interval of one hour after six hours of 
work, or of J hour after 5 hours of work, or two rest intervals 
of i hour before any one works for more than Si hours. 

Spread-over. —The periods of work of an adult worker in a 
factory shall be so arranged that along with his intervals for 
rest they shall not spread over more than 13 hours in any day. 

The Local Government may make rules for adult workers 
providing for the exemption of workers engaged on urgent 
repairs, or in work which, for technical reasons, must be 
carried on continuously, etc., trom the rules mentioned above. 
But no exemption from the provisions of section 36 (daily 
hours) may be granted in respect of any woman : no woman 

♦There is no change in the definition of a factory. As before it is 
a place where power is used in manufacturing processes and not less 
than 20 persons are employed daily. 
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is allowed to work io a factory except between 6 a.m. and 7 \ 

p.m. 

Special provision has been made for night shifts, and tor 
extra pay for over*time (ordinarily H times the ordinary rate 
of pay). 

Adolescents and Children .— No child (defined as a person 
under 15) who has not completed his 12th year shall be 
allowed to work in any factory ; non-adult workers (children 
and adolescents) shall carry tokens giving reference to 
certificates of fitness. 

No child shall be allowed to work in a factory for more 
than 5 hours any day, and the hours shall not spread over 
more than hours. No child shall be allowed to work 
except between 6 am. and 7 p.m. 

Adult labour msiy not be exacted from an adolescent 
(defined as a person who is below 17 but has completed his 
15th year), unless he has been granted a certificate of fitness 
to work in a factory as an adult. 

Chapter III of the Factories Act of 193+, which is con¬ 
cerned with health and safety, contains provisions relating to 
cleanliness, ventilation, artificial humidification, cooling, over¬ 
crowding lighting, water, Utrines and urinals, precautions 
against fire and means of escape, safety of buildings and 
machinery, tests of stability of building or machinery, etc., 
notice of certain accidents and other matters. The recom¬ 
mendations of the Labour Commission have been carried out. 

The Commission had recommended the application of 
certain section of the Factories Act to unregulated factories. 
The extension of regulations to unregulated factories raised 
questions of difficulty “especially at a time when financial 
considerations make it impossible to contemplate any sub¬ 
stantial increase in the strength of the inspecting staff.”* 
Government legislative action has been limited to recommen¬ 
dations involving the alteration of the law applicable to 
factories already subject to regulation. But effect has been 
given to the recommendation of the Commission that a bond 
pledging the labour of a person under 15 years executed for 
or on account of any consideration should be considered void. 
The Children (Pledging of Labour) Act was passed in 1933. 
An agreement to pledge the labour of a child shall be void, 
but an agreement made without detriment to a child, and not 

* Second Report showing the action taken by the Government on the 
Report of the Labour Commission, p. 8. 
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made in consideration of any benefit other than reasonable 
wages to be paid for the child’s services (terminable at a 
week’s notice) is not an “agreement to pledge the labour of 
a child.” 

i 

3 Mines. 

The Indian Mines Act of 1023 was amended in 1935. The 
amended Act provides for a weekly day of rest, and 
limits hours ot woik above ground to 51 a week and 10 
in any day. The periods of work along with intervals for 
rest shall not spread over more than 1 1 hours. 

The following are the provisions of the Act relating to 
hours of employment below ground : 

(1) The periods of work of a person employed to work 
below ground in a mine shall he reckoned from the time he 
leaves the suiface to the time he returns to the surface and 
shall not in any day spread over more than 9 hours. 

(2) No such person shall be allowed to remain below 
ground except during his periods of work. 

Work above ground shall not be carried on in any mine for 
a period exceeding 1 1 hours in any day, except by a system of 
relays so arianged that not more than one relay of persons 
employed in work of the same kind shall be at work in the 
mine at the same time. 

(3) The employment in any mine of children under 15 
years of age is prohibited. 

4. Payment of Wages. 

In organised industry in India the monthly payment of 
wages is the rule. The Labour Commission favoured the 
adoption of Lhe system of weekly payments, but were not 
prepared to advocate its general enforcement by Government. 
They, however, recommended the prevention of delayed pay¬ 
ments. As the Government of India stated to the Commission, 
it was no uncommon thing, and the rule in certain industries, 
for monthly wages to be systematically withheld until a fort¬ 
night after the close of the month to which they related. The 
Commission’s recommendation was that the law should 
insist on the payment of wages within 7 days from the expiry 
of the period in which they have been earned in the ordinary 
case. 

The Commission also noted certain abuses in connection 
with deductions from wages. They found fining common in 
perennial factories and on railways. Other deductions were 
on account of medical attendance, education and reading rooms. 
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interest on advances of the labourers* own wages, charities, 
religious purposes selected by the employer, and various 
other benefits or causes. A common practice in the textile 
mills was the handing over to the weaver of cloth from his 
own loom spoilt in the course of manufacture, and the 
deduction from his wages of the wholesale selling price, in 
some mills two days’ pay was deducted for one day’s absence. 

The Commission considered legislation to regulate deduc¬ 
tions from wages ‘both necessary and desirable.* 1 In the case 
of children they recommended the abolition of fines by law. 
A Bill to regulate the payment of wages to certain classes 
of persons employed in industry was introduced in the Legis¬ 
lative Assembly on the 13th February, 1935, and it became 
an Act in 193^). 

The Act applies to factory employees, and, with the excep* 
tion of section 5, to railway employees. 

Section 5 provides for the payment of wages before the 
expiry of the 7th day from the last day of the wage-period in 
which the wages have been earned in the ordinary case. 

The Act recognises 1 L kinds of deductions which may be 
made from wages and no other.* No child (person below 15 
years) can be fined. In the case of adults, stringent rules have 
been framed to regulate fines. Among other things, the total 
fine imposed on an individual in a month must not exceed an 
amount equal to half an anna in the rupee of the wages earned 
by him in 'hat month. Fines and realisations must be recorded 
in a prescribed form. A deduction for damage or loss must 
not exceed the amount of the damage or loss caused to the 
employer by the neglect or default of the workman. Deduc¬ 
tions for house accommodation or other services should not 
exceed the value of the service rendered, provided the house 
accommodation or other service has been accepted. 

Claims arising out of deductions from wages or delay in 
payment of wages will be heard and decided by a suitable 
person appointed by the Local Government. 

1 Ibid. 218. 

* By way of (ire or damage to or loss of goods entrusted to the 
worker ; housing accommodation, or other specified services ; recovery 
from the first wage payment of advances of money given before em¬ 
ployment began ; advance payment of wages already earned or in 
adjustment or over-payment of wages ; other advances of wages made 
subject to rules framed by the Local Government; income-tax payable 
by the worker ; deductions made under any order of Court or other 
competent authority ; on account of any recognised Provincial Fund ; 
on account of payment to approved co-operative credit societies. 
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5. Workmen's Compensation. 

The Labour Commission recommended that the old Act of 
1923 should now be extended to cover as completely as 
possible the workers in organised industry whether their 
occupations were hazardous or not, and that there should be a 
gradual extension to workers in less organised employments ; 
the Commission also mentioned particular classes which were 
to be included. In pursuance of these recommendations the 
Indian Legislature passed the Workmen’s Compensation) 
(Amendment) Act of 1933. The classes mentioned by the 
Commission have been included. 

The compensation payable in certain cases is given in 
schedule IV attached to the Act. In the event of death of an 
adult workman the amount of compensation payable rises 
fron Rs. 500 when the monthly wage is not more than 
Rs. 10, to Rs. 4,000 when the monthly wage exceeds Rs. 200. 
For the same limits of wages, the amount of compensation for 
permanent total disablement of an adult workman varies 
between Rs. 700 and Rs. 5,600. In the case of temporary 
disablement half monLhly payments are made : halt his monthly 
wages to the injured workman earning not more than Rs. 10 
a month, and rising from Rs 6 to Ivs. 30 in the case of others 
The compensation in the rase of a minor is as follows : 
death, Rs. 200 ; permanent total disablement, Rs. 1,200 ; 
temporary disablement, one half of his monthly wages subject 
to a maximum of Rs 30. 

In the case of temporary disablement the half monthly pay¬ 
ments begin after the expiry of a waiting period of 7 days 
from the date of the disablement and continue during the 
disablement, or during a period of 5 years, whichever period 
is shorter. 


* Workmen employed in factories using power and employng not 
less than 10 persons, and in factories not using power employing not 
less than 50 persons ; workmen in all mines, except open quarries in 
which less than 50 persons are employed and no explosives are used ; 
workers employed in docks and in oilfields ; certain classes of iseamen ; 
workers on tea, coffee or rubber plantations employing not less than 
50 persons—no distinction has been made between Government and 
non-Government plantations ; workmen engaged in building work ; 
workmen engaged in connection with the generation and distribution 
of electrical energy; workmen engAged in the construction, main¬ 
tenance or demolition of canals, sewers, public roads, dams, embank¬ 
ments, etc. 
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The number of cases reported and the amount of the com¬ 
pensation paid since the Workmen’s Compensation Act came 
into force (1924) have increased. Between 1924 and 1938 the 
total amount of compensation paid totalled over a crore and a 
half of rupees in over 280,000 cases. 

6. Industrial Disputes. 

The Trade Disputes Act of 1923, as amended in 1932, con¬ 
tinues in force. The principal features of the Act are des¬ 
cribed below. 

The Act is divided into three main parts. The first part 
relates to the establishment of tribunals for the investigation 
and settlement of trade disputes. If any such dispute 
exists or is apprehended, the Local Government or the 
Governor-General in Council may refer the dispute to a 
Court of Inquiry or a Board of Conciliation appointed for the 
purpose. On a Board of Conciliation, when it does not consist 
of independent persons, the parties to the dispute will be 
equally represented- 

Neither party to a dispute would be under any obligation to 
accept the findings of a Court or the advice of a Board of 
Conciliation, but the decision of the Court or the Board will 
be published, and public opinion counts in Such matters. 

The second part of the Act relates to public utility services- 
A public utility service is defined as any railway which the 
Governor-General in Council may so declare for the purposes 
of the Act ; any postal, telegraph or telephone services ; any 
undertaking or business which supplies light or water to the 
public ; and any system of public conservancy or sanitation. 
Clause 15 of the Act makes it a penal offence for workers 
employed on monthly wages in public utility services to strike 
without previous notice. 

The clauses relating to illegal strikes and lockouts follow 
closely the provisions of the British Trade Disputes and Trade 
Unions Act of 1927. They apply when both of the following 
two conditions are satisfied: (1) a strike or lockout must 
have other objects than the mere furtherance of a trade 
dispute within the industry concerned, and (2) a strike or 
lockout must be designed to coerce the Government either 
directly or by inflicting hardship on the community. 

Provincial labour legislation relates to a variety of subjects, 
the most important of which are workmen’s protection against 
money-lenders, trade disputes, maternity benefits, payment of 
wages and unregulated factories. The Industrial Disputes 
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Act (1938) provides for the registration of unions which have 
been recognised by the employers concerned or which 
fulfil certain requirements as regards membership. Strikes 
and lockouts have been made illegal until the machinery 
for conciliation provided in the Act has been made use 
of. Moreover conciliation can start to function immediately 
a dispute is likely to occur, for an employer or a workman 
who desires to make a change in wages or other conditions 
of employment must give notice of his intention to do so 
to the prescribed authorities, and no change can be effected 
until conciliation machinery has been used to the fullest 
extent- 

The Act makes provision for the appointment of an Indus¬ 
trial Court for settling industrial disputes and for dealing 
with other matters under the provisions of the Act. 

The Act, as amended in 1941, provides for compulsory 
arbitration in certain cases. The Government may refer any 
dispute to the arbitration of the Industrial Court if it is 
satisfied that the continuance of any dispute is likely to cause 
serious or prolonged hardship to any section of the community 
or seriously affect an industry. 

7. Shops Legislation. 

Shops legislation was enacted in Bombay in 1939 and in 
Bengal, Sind and the Punjab in 19+0. The Bombay Act 
prescribes the maximum hours of work of persons employed 
in shops at 9i hours per day (which is half an hour longer 
than the ordinary factory day)- There is to be a weekly 
holiday with pay, and no person can be employed for more 
than five continuous hours without an interval of rest for at 
least half an hour. The closing time for shops is 9 p-m. 
excepting special cases (chemists and druggists). Street 
hawking after 5 p.m. is not permitted either. 

The Punjab is the only province which provides for open¬ 
ing hours, 7 a.M. in summer and <S-30 a.m. in winter. The 
Bengal and the Punjab Acts prescribe that every shop shall 
be closed for at least one and a half day and one day respec¬ 
tively in each week. 

8. The Industrial Statistics Act. 

This Act was passed by the Central Legislative Assembly 
in 19+2. It is ‘permissive’, that is, the decision to apply 
rests with Provincial Governments. The Act permits the 
collection of statistics with regard to any of the following 
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matters : (1) prices of commodities (2) attendance, (3) living 
conditions, including housing, water-supply and sanitation, 
(4) indebtedness, (5) rents, (6) wages and earnings, (7) pro¬ 
vident and other funds provided for labour, (8) benefits and 
amenities provided for labour, (9) hours of work, (10) 
employment and unemployment, and (11) industrial and labour 
disputes. 

The regular and systematic collection of industrial statistics 
is of the greatest importance for scientific purposes. We 
shall never have these statistics until they are compulsorily 
collected by a central agency. The opposition to the collec¬ 
tion of such statistics comes, as might be expected, from 
employers. 

9. The Standard of Living. 

An enquiry into working class budgets was carried out by 
the Bombay Labour Office in 1921 -2 2. 2,473 working class 

family budgets, and 603 single men’s budgets—a total of 3,076 
budgets, were collected. About half the budgets referred to 
cotton mill workers, the remainder being budgets of municipal 
workers, dock labourers, and railway and engineering workers. 
The average working class family consisted of 4'2 persons, 
viz ., 1 1 men, IT women, and 2*0 children under 14, exclu¬ 
sive of '6 dependents living away from the family. The 
average earnings of the family per mensem of all the 2,473 
families wore Rs- 52 4 6. If we include average earnings in 
the 603 single men’s budgets (Ks. 43 10 3 per mensem) the 
average earnings of men for the total of 3,076 budgets drop to 
Ks. 42 9 6 per mensem. The income of 75 per cent of the 
families for which budgets were collected ranged between 
Rs. 40 and Rs. 70 per mensem. How was the income spent ? 
The percentage expenditure on the main groups was as follows: 
Table IV. 1. 


Food ... 

... 50'8 per cent. 

Fuel and lighting .. 

... 7-4 

Clothing 

... !)f» 

House rent 

... 77 „ 

Miscellaneous . . 

... 185 „ 


1000 


Thus more than half the total family income was spent on 
food. The percentage of expenditure on food was found to 
decrease as the income increased, thus confirming Engels’Law. 

The quantity of food consumed by the industrial workers 
in Bombay was insufficient. “The general conclusion/ 1 
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says the report “is that industrial workers consume the 
maximum of cereals allowed by the Famine Code, but less 
than the diet described in the Bombay Jail Manual.” 

Comparative Figures . 

The following tables, borrowed from the India Year-Book 
for 1943-44 supply comparative data having a bearing on the 
standard of living of workers:— 

Table IV. 2. 


Percentage Distribution of Expenditure. 


Bomba v( 1932-33)1 
Ahmedabad ! 

(1033-35) 
Sholapur (1925) , 
Nagpur (1927) 
Jubbalpur (1927) 
Rangoon (1928) 
Madras (1938) 


Food 

Fuel 

lighting 

4000 

711 

4931 

005 

49 25 

9 00 

04*10 

9*02 

6000 

7-95 

5270 

5 20 

5203 

G'67 


, Clothing 

House 

rent 

7*75 , 

12-si 

9 12 

1097 

11*80 

0-27 

10-70 

1*92 

10*80 

114 

1000 

1390 

450 

11 14 


| Misce- 1 
llaneous | 

Total 

~25*73 

100*0 

23-95 

100*00 

2302 

100 00 

1300 

lOO'OO 

13*75 

100 00 

1700 

100*00 

2500 

100 00 


The items included under the group ‘food’ etc. are not the 
same in different provinces, but still the figures are valuable 
as showing how total expenditure is distributed in different 
parts of India. Food accounted for a high pioportion of 
total expenditure in Central India in 1927. The improvement 
in Bombay as compared with 1921-22 is marked. 

The miscellaneous group, which is heavy, includes interest 
on debts and instalments of debts. 


The following table shows the average size of the family 
and the average monthly income (before the war). 



Table IV 3. 

Average No. of 

Average monthly 


persoits per family 

income 

Bombay 

3 70 

Rs as. ps. 

50 1 7 

Ahmedabad 

405 

40 5 0 

Sholapur 

4-57 

39 14 10 

Nagpur 

4 33 

. 

Jubbalpore 

3 76 


Rangoon (Burmese) 

3-01 

58 "a 8 

Madras 

6*03 

37 5 11 


Ignoring Burma, Bombay leads in respect of average 
monthly income, and Madras in respect of the size of the 
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family. The figure for Madras (6’03) seems disproportionate 



Fig. 20 . 

Showing the distribution of expenditure in the ease of Bombay 
Cotton Mill workers in 1921-22 and 1932 33. Note the substantial de¬ 
cline in the percentage expenditure on iood, showing improvement in 
the standard of living. 

For data, see Tables IV. 1 and IV 2 

Attention may be drawn to a recent investigation into 
wages and conditions of labour in the engineering industry 
in the Bombay Presidency. The wage data for the engineer¬ 
ing industry relate to 221 engineering concerns and 471 
others and the total number of employees covered is over 
75,000. The average monthly earnings for all workers in 
six of the important giaded occupations in all factories 
(May 1934) are given below : 



Rs. 

as. 

P. 

Moulders 

41 

10 

3 

Blacksmiths 

... 50 

6 

0 

Fitters 

... 53 

4 

9 

Machinists, turners 

... 51 

1 

4 

Carpenters 

... 39 

9 

0 

Painters 

... 40 

8 

2 
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Including both skilled and unskilled workers, the average 
daily earnings come to Re. 1-11-4 and the average monthly 
earnings to Rs. 39-3-10. Excluding unskilled labourers, the 
average daily and monthly earnings are Re. 1-14-5 and 
respectively Rs. 43-14-5. 

The average wages both for skilled and unskilled workers 
are considerably higher in the engineering industry than in 
other industries- 

The Indian Labour Commission emphasized the need for 
raising the standard of living, for the poverty of the worker 
reacts on his efficiency. “Thus poverty leads to bad condi¬ 
tions, bad conditions to inefficiency, and inefficiency to 
poverty. We believe in attempting to break the vicious 
circle at as many points as possible. There must be an 
endeavour to enhance efficiency, to heighten earnings and to 
improve the conditions of life.” 1 

Indebtedness .—The Commission estimated that in most 
industrial centres the proportion of families or individuals 
who were in debt was not less than Iwo-thirds of the whole. 
They believed that in the gieat majority of cases the amount 
of debt exceeded three months’ wages and was often far in 
excess of that amount. The rates of interest were high, in 
some cases even 150 per cent or more per annum ! The 
Commission were impressed by the number of cases in 
which an industrious worker was obliged to curtail his 
expenditure on necessities to meet interest charges “without 
the faintest prospect of being able to reduce the principal.” 2 
They made a number of recommendations legarding the 
attachment of wages and salaries and imprisonment for debt. 
Their recommendation for the reduction of the period of 
limitation for debts and the period within which a decree 
may be kept alive has not been accepted by Government. 
The Government have decided that “no change in the existing 
law is called for.' 3 


1 Report of the Labour Commission, p. 208 
* lbid. % p. 220. 

A Second Report, loc. cit. p. 10. 
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10. Frequencies of Rates of Wages. 

Examples of symmetrical wage distribution are rare. A 
frequency distribution (which is explained below) is said to 
be symmetrical when it produces a bell-shaped curve, with 
the point of maximum density in the centre, and with equal 
length of tail on either side. The Bombay engineering 
industry (wage census of May 1934) provides a single 
example. 

1. Frequencies or rates for moulders on daily rates. 

(Ahmedabad City) 

(Source : Report on wages etc . tn the Bngmceiing 
Industry of Bombay Presidency . May 1934. p. 106). 

Table IV. 4 



( lass-intervals 


Mid-point 
ol class- 
interval 

Actual 

ficqucncics 

Calculated 

frequencies 






-23 






101 

As 

8 and below As. 

12 

10 

r> 

3-33 

3 1 

12 

10 

14 

11 

8-25 

l 3 

10 ,, 

20 

18 

13 

1547 

VI 

20 

24 

22 

20 

21 -80 


24 

28 

20 

23 ' 

23-42 

31 

28 

32 

30 

19 

18-99 

32 

30 

31 1 

13 

1163 

99 

30 

40 

38 

0 

5-38 

99 

40 

44 

12 

2 

1'88 






■51 



1 



10 





112 

11200 


Col I of the table shows the wage-groups, technically called 
‘class-intervals.’ 'I he wage-earners, totalling 112, have been classified 
according to wage-groups. The curve is plotted against the mid¬ 
point of each class-interval, shown in col, 2. Of the 112 wage- 
earners, 5 were earning wages from 8 annas to 11 9909 annas and so 
on. Col. 3 of the table thus shows the frequency distribution of the 
wagc-earneis. Tlic last column shows the smoothed curve, with the 
maximum ordinate erected at 25 as. The height of the maximum 
ordinate is 23 91. The fitted curve, called the ‘Normal curve of error’ 
stretches infinitely on both sides, ever approaching but not meeting 
the axis of x. 
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Showing fre¬ 
quencies of rates 
for moulders on 
daily rates, 1034 
fAhmedabad City)- 
Tlie observed fre¬ 
quencies arc shown 
by circles. The 
normal curve titled 
has the equation : 


— 



si 

\ 





J. 

Y 

) 

N 

) 




7] 


_i_ 

A 
-1_ . 



1*8022 V 2tt 


10 14 18 22 26 30 34 38 42 46 50 

Annas 
Fig. 21. 


Table IV. 5. 

2. Total Numbers employed in the Engineering Industry 
of the Bombay Presidency [Source Loc . cit. pp. 155-160). 

Monthly Rates . 


Class-intervals 


Mid-point 

Actual fre- 

Calculated fre- 




of class- 
interval 

qucncies 

quencics 

Rs. 20 and below Rs. 35 

27 1 

2,650 

2,856 

35 

n 

50 

42 

4,124 

3,793 

„ 50 

93 

G5 

57 

3,401 

3,454 

„ 05 


80 

72 

2,498 

2,338 

ff 80 

if 

95 

87 

1,350 

1,425 

„ 05 

ft 

110 

102 

268 

512 

.. no 

tt 

125* 

117 

145 

57 





14,436 

! 14,435 


Fig. 22 shows the fitted curve, which is a more complicated 
affair than the curve in Fig. 21. In the process of curve 
fitting one worker has been lost—this happens sometimes- 
The loss, out of a total of 14,436, is not heavy. 

In this case the point of greatest density is not placed in 
the centre—the curve has a longer tail towards the right- This 
is usually the case with most wage distributions. 


* Includes an indefinite class, Rs. 120 and over. 
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Fig. 22. 

Showing a curve fitted to the total numbers employed in the 
Engineering industry of the Bombay Presidency, 19.11 For data, 
bee Table IV. 5. The obscivcd frequencies are shown by circles. For 
the curve fitted see appendix to chapter IV (Appendix C). 

Table IV. 6. 

Examples 3 and 4 . 


I Cotton Mill industry. 


Class-intervals 


Mid-point 
ol class- 
interval 

Carpenters 
on duil) 
rates 
(1631) 

1 

Men, all oct 
1921 Dail 

Actual No. 

‘upations. 
y Rates. 

X of total 

Under 8 as. 


4 


160 

-2 

As 8 

and under As. 10 

12 

8 

25,986 

20'5 

,, 16 


24 

20 

90 

37,122 

37-9 

„ 24 


32 

28 

122 

23,572 

241 

„ 32 


40 

30 

299 

5,104 

5*2 

„ 40 


48 

44 

364 

3,377 

8 4 

„ 48 


56 

52 

410 

1,067 

1-1 

„ 56 

it a 

64 

60 

224 

860 

9 

„ 64 


72 

68 

10 

670 

■7 

„ 72 


80 

76 

3 



„ 80 

»» a 

88 

84 

1 

1 

1 

1 1,540 i 

97,918 

1000 
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Showing frequencies of rates for carpenters on daily rates (May 
1034) employed in Bombay (ity. The curve has negative skewness. 

For data, see Table IV. 0. 

(Source : For carpenters on daily rates see the Report on Wages etc, 
in the liombay Engineering Industry cited above, p. 114 The figures 
relate to Bombay City. For the Cotton Mill industry see the Report 
issued by the Bombay Labour OJIice on an Enquiry into Wages and 
Hours of Labour in this industry, 1923, p. 38. The figures relate to 
Bombay City and Island). 

The curves are shown in Figs- 23 and 24- The contrast is 
striking- A longer tail towards the left means better wage 
conditions for there are more workers in the higher wage- 
groups- 



Annas 
Fig. 24. 

Showing frequencies of rates for men employed in all occupations 
in the Bombay cotton mill industry in 1921, The curve has positive 
skewness. For data, see Table IV, 0. 
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It is a matter for regret that frequency rates for the cotton 
mill industry were not tabulated at Lhe wages census of 1934. 
Considering the improvement in conditions, the shape of the 
curve, as compared with that of 1921, must have altered for 
the better. 

11, Wages in Assam. 

On tea plantations the cash earnings of the worker are 
supplemented by certain concessions : free housing, medical 
facilities, firewood, free grazing for cattle, and land for culti¬ 
vation. But the Labour Commission found that few gardens 
could offer a holding of any size to the majority of the workers ; 
the remaining concessions were of still less importance. The 
Commission emphasized the importance of cash wages, but 
the cash wages were low. The average monthly earnings in 
the Assam Valley (1929-30) were Rs. 13-8-7 for men, 
Rs. 11-1-7 for women and Rs. 7-8-0 for children, calculated- 
on the assumption that the worker was not absent on a single 
working day. 

There are powerful organisations of employers in Assam, 
and wages are, in effect, determined by the joint action of the 
employers. There are no unions of tea coolies, who are 
illiterate, speak many different languages, come from different 
parts of India, and live and work in the comparative isolation 
of plantation life. “Workers in such a position,” concluded 
the Labour Commission, “stand in special need of protection,” 
and they recommended the introduction of wage-fixing 
machinery in Assam. 

Any impartial reader of the Labour Commission’s Report would 
agree with this conclusion, But Sir Victor Sassoon, a member of the 
Commission, expressed his dissent in a separate note. 1 

Both in their written statements, and in the evidence tendered by 
them the representatives of the tea-industry opposed statutory mini¬ 
mum wages. The Indian Tea Association wrote : “As so few labourers 
work the full number of days it is considered that the statutory 
establishment of a minimum wage is unnecessary and would be 
difficult to enforce.” 2 The Darjeeling Planters’ Association described 
the proposal as “unnecessary and inadvisable.”' The Indian Tea 

11 ‘If the Assam tea-industry could have been classed as ’sweated’ 
industry, this exceptional treatment might have been justifiable : but 
as facts are, it seems to me that the proposed imposition of Minimum 
Wage Boards would be an act of injustice to trade in which the 
worker, according to the Local Government, “can already earn enough 
to keep him in health and reasonable comfort.” (P. 485 of the Report), 

2 Assam Evidence , p. 75. 

1 Ibid., p. 85. 
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Planters' Association, Jalpaigari, considered it absolutely unneces¬ 
sary. 1 Mr. J. Insch, Chairman of the. Indian Tea Association, 
Calcutta, in his oral evidence said that they had already so fixed 
their piece-rates as to yield an ordinarily diligent coolie not less than 
a given amount per hour. The Commission failed to understand why, 
if most of the members of the Tea Association were already doing it, 
as a body they objected to the fixation of a minimum rate which 
would bring the worst gardens up to the level of the others. J It was 
pointed out to the Chairman that there was no possibility of collective 
bargaining as between the tea garden coolies and a body of managiug 
agents as Mr. Insch’s Association (i.c., the coolies’ employers). Mr. 
Insch replied that the Tea Association was not primarily concerned 
in the matter—“so any bargaining will be as between the coolies and 
the managers.” 

Q. F. 2947. 1 What I am asking is whether you as an Association 
consider that there is any real possibility of collective bargaining 
between even your managers and the tea garden coolies in their 
present state of education ?” 

The incredible reply of the Chairman of the Indian Tea Association 
•was ‘‘I think so” ! 

If practicable, the Labour Commission considered the establish¬ 
ment of statutory wage-fixing machinery ill the Assam plantations 
desirable, and they had good reasons to believe that if proper methods 
were adopted, a practicable scheme could be devised. 

It is extremely doubtful if such a scheme would ever be devised — 
none has been devised so far. 

12. Trade Unions. 

Statistics of industrial disputes are available since 1921. 
Between 1921-41 the heaviest loss of working days (about 32 
millions) occurred in 1928. That was a tune of depression in 
the cotton mill industry. The number of disputes in all 
industries in that year was 203 involving, 5 lakhs of workers. 
The years 1930-32 were comparatively peaceful. The total 
number of disputes during these 4 years was 578 involving 

1 Assam Evidence , p. 03. 

1 Ibid , Question F. 3943 — 17. 

» We learn that an officer was deputed to Ceylon to acquire 
experience of the working of wage-fixing machinery there. His report 
has been received and considered by the Assam Government "The 
existing wage-statistics, however, do not supply adequate m iterial 
regarding the rates of remuneration owing to the lack of correlation 
between the earnings of the worker and his hours of work. The 
Government of Assam, therefore, propose to prescribe new forms of 
wage returns under section 37 (2) of the Tea Districts Emigrant 
Labour Act, 1932, (which came into force from 1st October, 1933). 
This will be done in consultation with the Controller of Emigrant 
Labour after he has acquire 1 some practical knowledge of conditions 
on tea estates in different parts of the Province.' 1 (Second Report, 
loc, cit., p. 106). 
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about 7 lakhs of workers. As compared with our 146 dis¬ 
putes in 1933 the number of disputes in the United States in 
that year averaged 130 per month. 

There was a recrudescence of trouble in 1937 and 1938, 
and owing to the rise in the cost of living, during the war. 
Industrial disputes since 1937 are shown below 

Table IV. 7 


Year 

Number of 
disputes. 

Number of 
workers 
involved 
(1,000) 

Number of 
working days 
lost 
(1,000) 

1937 

379 

648 

6,982 

1938 

399 

401 

9,109 

1939 

406 

409 

4,993 

1940 

322 

453 

7,577 

1941 

359 

291 

3,331 


Most of the disputes are concerned with wages and 
bonus, and a smaller number with personnel. In the majority 
of cases the workers succeed in getting their demands com¬ 
pletely or partially accepted. 

Mr. N. M- Joshi, of the Servants of India Society, moved a 
Resolution in the Legislative Assembly in March, 1921, 
recommending the enactment of legislation for the registration 
and protection of Trade Unions. The Trade Union Act was 
finally passed in March, 1925, and came into force on 1st 
June, 1917. A Trade Union has been defined in the Act 
(which is in force) as “any combination, whether tem¬ 
porary or permanent, formed primarily for the purpose of 
regulating the relations between workmen and workmen, or 
between employers and employers, or for imposing restrictive 
conditions on the conduct of any trade or business.” The 
definition includes any federation of two or more Trade 
Unions. 

The registration of Trade Unions is not compulsory, but 
any seven or more members of a Trade Union may, under 
certain conditions, apply for the registration of the Trade 
Union under the Act. 

The two chief features of the Act are the principle of 
immunity in respect both of civil and criminal proceedings 
against a Trade Union, and the constitution of a separate 
fund for political purposes. Only registered Trade Unions 
will benefit by the legislative recognition of the principle of 
immunity. 
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P'rom the political fund payments may be made “for the 
promotion of the civic and political interests” of the members 
of a Trade Union. This includes payment of any expenses 
incurred, either directly or indirectly, in connection with the 
election of candidates as members of legislative bodies or 
their maintenance, and the holding of political meetings of 
any kind, or the distribution of political literature or political 
documents of any kind. 

It is also provided that not less than one-half of the total 
number of officers of every registered Trade Union shall be 
persons actually engaged or employed in an industry with 
which the Trade Union is connected. The object of this 
provision is to prevent a Trade Union from passing under 
the control of outsiders. 

The following information is available about registered 
Trade Union? in India for 1939-40. 

Table IV. 8 


1. 

Railways, ineluding railway 
workshops and other transport 

Number 

80 

Membership 

179,381 

2, 

Tramways 

7 

0.080 

3. 

Textiles 

85 

130,931 

4. 

Kngineeriug 

32 

11,890 

19,540 

5. 

Printing Presses 

.‘17 

6. 

Municipal 

8 

52,742 

7. 

Seamen 

28 

23,405 

8. 

Docks and Port Truts 

20 

0,708 

9. 

Miscellaneous 

152 

74,335 


Total 

450 

511,138 

No. of women members 


18,012 


In 1930-31 there were 106 registered Trade Unions, with a 
membership of J19,115. Railways and textile workers are 
the best organised. 

All Trade Unions are not registered unions. The Bombay 
Province had 183 unions in 1912 with a membership of 
183,364. 

The Labour Commission emphasized the need for the 
development of trade unions : “it is in the power to com¬ 
bine that labour has the only effective safeguard against 
exploitation and the only lasting .security against inhuman 
conditions.” The difficulties of industrial labour are many : 
(l) migratory character of the bull? of Indian labour, (2) 
poverty of the worker, (3) differences of language, (4) social 
and communal differences, and (5) ignorance, greed and 
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tter incompetence of many so c ailed labour leaders, who are 
\eiy often prepaied to surihce the interest of labour tor 
lii bends In the Puiiib inte c^tel pauie^ hive split up 
unions on the commonil i^ue. L« >n nnu interests of workers 
of different communiLie an e sentulJv ihe s ime, but not the 
interest of communal le iders 

Vt a special session of the Ml Iiulii Trade Union Congress, 
held at Nagpur in Vpnl I tlu Pie ide nt complain d that 
the membership of the union"- had 1 dhm an 1 tl at the trade 
union motemcnl all o\fi lndu w i- \t it lowest ebb. Llforts 
were made to unite difl lent win** 1 u( the in i\ im nt. \ 
factor which Ld to th re u w il of I Ik elf uts tor unit} was 
the foimation of ( on rt u^s Mini hie vh rh ‘awakened in the 
hearts of Ir ule union leader* the hope of winnm T trade nnnn 
rights and the minim im (hmancL of llie worker 

The earliest up 1 in were formed b^ T»o nbav null workers 
as far birk \s 1^) 1 hf \ 11 India Lade l mm Congre s 
wi for> ed in 1 M) \t t»i r s ion hr ldm DIO, i c nlit was 
caused by the uloph in l>\ ihr i r id l t. on ‘^ongie of a 
resolution nt ik idalil\ in » ome ti m with the war effort, 
Iinpor tant loop pti ited andih' U \i l I i mJ 1 i c epaiatr 
organisation fall 1 i lit Irib I m jii Irdenhon. 



APPENDIX 0 (CHAPTER IV) 

Frequency Curves 

Smoothing or graduating a frequency distribution is often a 
troublesome affair. 

Two examples are given here. 

1. Moulders, on daily rates ( Ahmedabad .) 

The student of statistics knows how to And M (mean) and a 
(standard deviation). 

Table I 

Moulders on daily rates . Filling the Normal Cuwe 


Class-intervals 

Mid point 
of 

class-interval 

/. 


A 

/v" 

As. 8- 

As. 10 

5 

—4 

— 20 

80 

„ 12 — 

i 14 

11 

—3 

— 33 

99 

, 16— 

„ 18 

13 

_2 

— 26 

52 

„ 20- 

„ 22 

20 

— 1 

- 20 

20 

If 24— 

„ 26 

23 

0 

0 

0 

28 - 

„ 30 

19 

1 

19 

19 

32— 

„ 34 

13 

2 

26 

52 

„ 36- 

„ 38 

6 

3 

18 

54 

„ 40- 

„ 42 

2 

1 

8 

32 



112 


1 —28 

408 


d= —— = - *25 class-interval =-1*00 anna (- -25 x 4) 


Af = 20 — 1 —25 As. 

a — =1 s **22 ^lass-intervals = 7 5688 As. 


112 
N 112 


1-8922 
1 


X ola 8S -interval= 1 . 8B22 

‘25 class-interval = '1321 o 
-75 class-interval = -3904 a- 


= 5919. 
cr = '5285 <r 


130 









FREQUENCY CURVES 


131 


The assumed mean is 26 As The actual mean is found to be 0*25 
class-interval (or one anna) less than the assumed mean. The standard 
deviation is 1*8922 class-intervals. 

Table II 


Mid-point 

of 

class-interval 

T 

a 

Ordinate 

X 

at 

(J 

1 

1 Calculated 
* frequencies 

Observed 

frequencies 


— 304 

0039 

■23 



-2-51 

0171 

101 

_ 

10 

-1*98 

05G2 

3‘33 

5 

14 

—1‘45 

•1394 

8*25 

11 

18 

- *92 

•2613 

15*47 

13 

22 

— -40 

■3G83 

21-80 

20 

25 ~ 

■00 

3989 

23 61 

— 

26 

13 

■395G 

23-42 

23 

30 I 

| -GO 

•3209 

18 99 

19 

34 

119 

■1905 

1163 

13 

38 1 

1 72 

0909 

5-38 

6 

42 

2-25 

■0317 

1-88 

2 


2*77 

■0086 

■51 

— 


3 30 

0017 

■10 

— 




112*00 

112 


If o = l'8922 class-intervals, what is 1 class-interval equal to? 

Obviously —^^7=-52850. Now the mid-point of the class-interval 

24 — 28 As. =26 As. is j class-inter\ al removed from the mean, which 

is 25 As. X for 20 As. is therefore = ‘13 ( X for 25 As. = *00V 

(i 4, J 

22 As. is 4 of a class-interval removed from the mean Therefore 

X for 22 As is ' 5285x: *__ 4() . x f or 18 As. = *3964+-5285= 92 ; 
a 4 a 

that for 30 As. ='1321 +’5285 —'GO, and so on. 

The ordinates at X are taken from prepared tables, but they may 

a 

be directly calculated from the equation to the curve . 

y= - - 2 e~-(l-8922) 

J 18922 V2ir 

The calculated frequencies are obtained by multiplying the value 
of ordinate at - m each case with 
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Example. II. Total numbers employed in the Engineering Indus¬ 
try of the Bombay Presidency (1931). 

The calculations made to fit this curve are summarised in Table 3. 

Table III 

Total Numbers employed in the Engineering Industry of the 
llombay Presidency (1934) 


1 

2 


1 4 

5 

0 

7 

8 


Cumula¬ 





Cumula¬ 


/o 

tive 

log X 

t-ti 

K u 

K t 

tive 

/c 


Ju 

a~x 




/; 





[ - 321 


(_•() 1171 | 


[ 0381 

2 ,0.10 

2,050 

- 01-07211 

- 17 

03709 

■03582 

2,850 

2,850 

4,124 

0,771- 

- *0.13.1.131 i 

_ <2 

■02078 

03100 

0,0 (-0 

3,793 

3,4-01 

10,175 

*3779210 

13 

■02907 

■02828 

10.103 

3,4.5 4. 

2,498 

12,073 

•8503808 

28 

*03058 

■02838 

12,441 

2,338 

1,350 

1 I-,023 

1 .12984-00 

1-3 

■03558 

1 -03222 

13,8G0 

1,4-25 

208 

11,291 

1 *9907097 

1 .18 

03432 

*0 4-000 

14,378 

i r>V2 

14..! 

1 1,1-30 

11591109 

73 

■05098 

*05200 

1 1,135 

|_j"_ 

1 4., 430 



1 



1 

11.135 


y- ■02838 4-'00181 Or -| *0018?.^ *0001 I50r 
<7-14-137 

Class-interval = l 5. 

Col. 1 shows the observed frequencies, and Col. 2 the cumulative 
totals. Col. 2. gives us the Ogive to be smoothed. We proceed as in the 
case of the population curve, which has been explained before. The 
maximum (n) is taken as the 1 l, 137, or one worker more than the giver 

number; ”=-^^- = 7,118 7. One class-interval —15 is split up into 

-2 (against 077 1) and 13 (against 1017.1). The other values shown ir 
Col. 1 explain themselves. 

A parabola of the 3rd order has been employed to smooth the 
observed K's . The cumulative frequencies shown in Col. 7 have been 
obtained from the calculated K’i s (K t ). and figures in Col. 8 (f ) arc 
derived from the cumulative frequencies. 

Putting v= -4 we get '01171 as the calculated K when t — t t — —32 
which gives 038 as the calculated frequency for a non-existing class 
interval (Rs. .1 and below Rs. 20). 





CHAPTER V 


EDUCATED UNEMPLOYMENT 

We have seen that we cannot properly speak of unemploy¬ 
ment in agriculture. The pressure of population on the soil is 
heavy and, in baiam tracts, the cultivator is idle for several 
months in the year. We may talk of under-employment or, in 
certain cases, of seasonal unemployment in agriculture, but 
there is no unemployment problem, as the term is understood 
in \\ estern countries. 

Similarly the cottage worker is an mdej cndeul producer. 
He is being driven to the land by machine competition. He 
is poor but not unemployed. 

The term unemployment has special reference to the 
wage earner- There must be some industrial unemployment 
in India, but its extent 1 ^ not known. 'I he ‘employment 
ltuation’ is examined in the Bombay Labom Gazette every 
month. The figures only relate to absenteeism (about 10 per 
ient) m the cotton mill industry in the Bombay Presidency. 
Very probably the amount of u dustrial unemployment in India 
i-s negligib e - demand for labom has increased on account of 
the growth of manufactuung industries- But lor one cottage 
worker who linds employment in a factory, probably ten are 
forced to the land. 

1 here is unemplyment in the true ‘-ense among educated 
young men and (ignoring the edects of the war) it is growing- 
What are its causes ? 

1. Progress of Education. 

Bengal was the first Province to appoint a Committee (1922) 
to examine the problem of educated unemployment. Since 
then a Madras Committee, two Committees in United Pro 
vinces and two in the Punjab have discussed the question. 
The second Punjab Committee on unemployment was 
appointed in 1938. 
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There is general agreement that the main cause of edu¬ 
cated unemployment is the progress of education- 



1911-12 

1939-40 

No. of Schools 

130,030 

215,052* 

No. of Scholars 

5,919,000 

14,559,390' 

Passed No. of Scholars 

1+2,000 

511,732 

No. of undergraduates 

9,319 

138.093T 

No. of graduates 

4,242 

15,736t 


in view of the rapid growth in the number of matriculates, 
under graduates and graduates, it is not surprising that educated 
unemployment has attained serious dismensions. Striking 
examples of keen competition for jobs are given in the report 
of the Madras Committee on unemployment. A test advertise¬ 
ment in the newspapers for a clerk’s post under the govern¬ 
ment carrying a salary of Rs. 35 per mensem brought in 666 
applications (including 30 from graduates). No less than 787 
applications were received in response tn a similar test advertis- 
ment for a clerk’s post in a commercial firm in Madras. 

The education given in schools and colleges is mainly of a 
literary character. In introducing the system of education Lord 
Macaulay wrote : “We must at present do our best to form 
a class who may be interpreters between us and the 
millions we govern, a class of persons Indian in blood and 
colour but English in taste, in opinions, and in intellect.” This 
class of interpreters duly came into existence and is ever 
growing, but there is not enough of interpreting for it to do. 

School and college education leads to one end only—examina¬ 
tions. As the Bengal Committee wrote ■ “it is like a bamboo, 
each joint being an examination and the diameter remaining 
practically the tame size from the root to very near the top. 
It has no branches and the crowning top covers a very small 
area.” 

2. Scope for employment in Government Service. 

This is extremely limited. In the Punjab the total of 
Government servants, excluding menials, is 76,755, and includ¬ 
ing menials about 1 lakh. Government service absorbs 0'4 
per cent of the population. The total number of the educated 
unemployed was estimated by the Punjab Unemployment 

*Recognised institutions only. 
fExcluding Burma. 
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Committee (1938) at 150,000 (p. 48). Even if all Govern¬ 
ment servants were to be replaced by the educated unemployed 
the problem is not solved. "The total salary bill of public 
servants amounts to over Rs. 4j crores or 42 per cent of the 
Provincial revenues- Therefore there is very little scope in 
Government service for reducing the incidence of unemploy¬ 
ment’ (p- 48). 

3. Cottage Industries. 

Cottage industries are recommended for the educated un¬ 
employed. In this connection the Punjab Committee recom¬ 
mended an industrial survey of the Province. The following 
small scale industries are mentioned in the Punjab report: 

Wheat products, such as starch, flour, quaker oats, 
biscuits etc.; manufacture of glue and shellac ; pharmaceutical 
preparations; acids; chemical manures; alcohol from mollasses; 
soap and its products; inks; toilet goods; animal charcoal; 
bone-black ; lamp-black ; carbon paper ; paper lamp shades; 
wall papers; manufacture of envelopes, braces and garters 

The list may be extended to include gur, charkha and 
khaddar; tailoring, laundry work and dry cleaning; tomato 
canning : bee keeping ; the manufacture of matches (as a 
cottage industry); candles; cane-basket ware; woollen blankets; 
cardboard boxes ; pen nibs and other small metal articles ; 
hosiery; buttons ; jams, lac-varnishes and confectionary. 

Among major industries, the Commitlee mentions the manu¬ 
facture of leather goods, dry colours and mercerised cotton and 
artificial silk- Graduates may take to fruit-growing, market 
gardening, flori-culture, seri-culture, pisce-culture etc- etc- 

It is forgotten that an average graduate is not a carftsman. 
As a cottage worker he will have to compete with skilled men 
already in the trade- 

There is some scope in some professions which may be 
created or developed. They are pharmacy, dentistry, accoun¬ 
tancy, architecture, librarianship, insurance work, secretarial 
work and journalism. 

4. Agriculture- 

Both in the Punjab and Madras agriculture has been dis¬ 
cussed in relation to education- The first Punjab Committee 
(1927} recommended that small holdings should be provided 
for educated young men for certain purposes- It is doubtful 
if graduates will make model farmers- The Madras Committee 
recommended that village life should be made more attractive 
by starting social clubs and libraries- Education should be 



136 


PRE-WAR ECONOMIC PROBLEMS 


given an agricultural bias. The boys must be taught to value 
agriculture , the idea that agriculture is inferior to the occupa¬ 
tion of a clerk, or the profession of a lawyer or teacher must 
be eradicated. “ 1 he example of the King Lmperor and of 
the present viceroy (Lord Irwin) should inspire the /amindars 
of this cDiuitrv to take up farming, ittle and sheep-breeding 
and improvement of ciop-. more 3 eriouslv. The Ministers in 
South Vfnci ai d the Leadn-. of the Opposition are several of 
Lhem farmers by pt Hes-aon and a majority ot them spen 1 
their lei 1 urc on their own [arms * 

There i inuJi ^cjpc iui Lht* uni ro\ eme it ol agriculture, 
and the son of bigger , t uiindih might, with ulvantage, 
follow the a hi t- cpvtii hut agriculture i^ already over 

crowded, ind it is lupclv uon agucultuial occupations that 

have to be f jund 1 )i l k e located unemployed 

5 Post Wat Educational Rcconsti uction. 

In lanmry l *44 tilt huu m o( 1 due vti in i -aied a lepoil 

by the Centra 1 \ lvisorv Loud uf I diaalion on po-4-war 

ediu gunil cU s elopmilit in lndi i. \n unbitioiK it In me has 
been dra\ n m, involving an r limited ^ru^s annual e\pendi 
ture of no 1 thin M > c ru r u( wlml. / 7 < rotes is to be 
m^t from public lun h- (I i 1 MO 1], uul <f a t Hal e vpendituie 
ol about K 3 » ton ( n ( Ilk Ui in K J/ 1 erore ( amc from 
public funds) Whit i it i e ii itu rc-t t) us i tin deve 
lo[)mcnl of tuhnu d, < )inim i id md art edne Uiou, with an 
estimitidc > L t) (i >vumm nt 1 1 d> nil (ton ninuilly, and 
the piopo'-il i) esLiblish e nploym^nt bureau v, with an estima¬ 
ted annul 1 nur* on p ibli fun U mi milting to lvs (0 lakhs 

6 Technical, Commercial and Ail Education. 

YitpiiLonv Ui)* u id ^enti il t due itmn u Delhi, th° 
Punjab md tli 1 niti i 1 io\ me l w is-ubnmnd l me Ciovem- 
mem of Midii in 1 M/ by \K i Ybo Ht ind W u >d, Lntish 
experts. In this icp n* Mr vpboli siy c 

“No co mtr i m mtu id wv ui Industrie s i J irg^ 
scale unic^ it h is an uUq i p pi >( nun sptr uy trained 
for the dilution md m in ig nuni of f irge industrul concerns 
as well as of other 4 - quihlifd for Lht minor but vrry impjrtant 
supervisory po is in tnem (hi tht other hand, it cannot be 
expected that capable and imbituus men will devote them¬ 
selves to acquiring thn specul kn nvledge and skill unless they 
see a reasonable prospect of exercising it and gaining a decent 
livelihood thereby’ (p 9). 



EDUCATED UNEMPLOYMENT 


137 


We are thus confronted with a ‘dilemma’, or there is a 
vicious circle. Industries cannot grow without technicians, 
but technicians would not be forthcoming unless industries are 
pre existing 

As we shall see liter (Tart II), this vicious circle is not so 
formidable that it cannot be bioken. The need for the 
expansion of war lmlustnes Lreited a demand for trained 
labour, winch demand has been met. 

Mr Albottsiy*. 

“Every great industrial counLry of Europe is now exhibiting 
a /cal for the de\elopment if techmcil cduc ition which has 
been described by a German writer as being ‘almost le\erish’ f 
and in e\ery one of them, ^teps have been taken to enlist the 
interest and co operation of industry ind commerce in the task 
ol ensuring tli it tnc instruction hail be both appiopriate and 
sufhcient India cannot aliuul not to follow their c xample” 
(p 41\ 

Inch i would lia\c il idily fo lowed tlitir example loug ago 
but foi (iou innitnl lot lI Ink cf intciest in the matter. 

I he function ol Uchine il education is to provide (a) skilled 
criftsincn, { h) intelligent loicmcn md executives, and (c) 
re c a( h work i 

In a in u hint ige killed crait nun mean m iker^ and 
mendei ol m u bines md machine tool , highly Lrained in 
prcci ion \ oik I lie ‘■ccjinl catcg iry nm be t illed the super 
visor\ g r aU h i mUrniediili between the management 
and the operativt 

7 Mono-technics versus poly technics 

\ technical institution may ^eivc one industry or group of 
industries v mcmo tcctiuh / or il nay be i central institution 
(with anciliaiy sell ds' a which tilt more advanced work in 
all branches is cone no itrd pjlytechimr ). 1 he Central Advi 

sory Hoard of E liu ition, in its report, prefers polytechnics, 
except wnere an mdiwiy is highly localised and has peculiar 
and ronpJic Uu 1 ut J w n D r juir r in mo technic 

Ieohnu.u cciucatioi is to be oigmised on m \ll India basis 
under the guidiuce of a N itional Council for Technical 
Lducaliun. 

8. The Employment Bureau 

Manufacturers of good 1 - take a good deal of trouble to find a 
market for their goods, but not our Universities, even when 
they turn out the most valuable of all of a country's products 
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—men. The Report of the Central Advisory Board of Educa¬ 
tion says : "Hardly anything is done to advise parents as to 
the occupations for which their children are most fitted or to 
place those leaving school or college in suitable posts." 

The Employment Bureau is to be regarded as an integral 
part of the educational administrative service. Its main 
functions may be thus summarised : 

(а) To establish contacts with schools and to advise parents 
and head teachers as to the occupations which school leavers 
should seek to enter. This will be determined by the openings 
for employment available in an area and the ability and 
aptitude of the leaver concerned as shown by school record, 
and other tests. 

(б) To establish contact with employers of labour. The 
available openings in an area and the essential qualifications 
for filling them are to be ascertained. Employers are to be 
persuaded to recruit their employees through the Employment 
Bureau. As far as possible blind-alley occupations are to be 
avoided. 

(c) To arrange for the after-care of young workers, or to 
deal with misfits. 

id) To establish and supervise, in co-operation with employ¬ 
ers, regular systems of apprenticeship in trades for which these 
are suitable* 

It is estimated that the Employment Bureau will have to 
deal with 52 million leavers from Middle Schools and 12 
million leavers from High Schools. The cost of the Employ¬ 
ment Bureau, has been calculated at the rate af Re. I per 
school leaver, or Rs- 64,00,000 annually. The cost will 
increase by including leavers from the University in the 
purview of the Employment Bureau. There is no good reason 
for ignoring them. 

9. Industrialisation the only Solution of Educated 
Unemployment. 

Until we know that Government will energetically pursue a 
policy of industrialisation after the war, the post-war demand 
for technical education must remain problematical. 

The problem of educated unemployment is easy of solution 
in a country with almost unlimited scope for industrial ex¬ 
pansion. 
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It has been estimated that an investment of a crore of 
rupees in factory industries creates employment for about 500 
men for direction and supervision. Mere industries mean 
more jobs for educated men. 

A good example is the sugar industry, which was of little 
importance before the grant of protection to the industry- At 
present the sugar industry gives employment to 120,000 
workers, in addition to about 3,000 graduates and technical men. 

Not only the character, but the aim of education should 
change. Education should be made subservient to economics 
that is, education must form an integral part of economic 
planning, and should be so designed as to promote the objects 
of economic planning. We are not rich enough to afford the 
luxury of education for its own sake. 

According to a critic of Bolshevism, education in Russia 
“no longer aims at producing an educated man- Its object is 
to turn out an officer in the proletarian army, capable of 
taking an active part in the civil service, industry or finance.* 
This means that education in Russia has a practical aim. . 


* Theory and Practice of Bolshevism , by W. Gurean, p. 154. 



CHAPTER VI 


RAILWAYS 

Railways, till the beginning of rail-road competition to which 
we shall refer later, were the only means of rapid land trans¬ 
portation. They play a vital part in the movement of goods 
within a country, and thus have a most important bearing on 
the economic development of a country. 

The railway is also a means of famine protection- The 
heavy mortality in famines in the pre-railway days was princi¬ 
pally due to the difficulty of moving grain to the famine-stricken 
areas. The difficulties of the consumer during the war have 
been aggravated by the reduction in transportation facili¬ 
ties for ordinary purposes. Better transportation facilities 
might have saved some lives in Bengal in 1913. 

The railways have helped m the consolidation of political 
power. Railway construction was started in India simultaneous 
ly from several points and all considerations of cosL were 
disregarded. The object was to link up the three Presidencies, 
with *a view to facilitating the movement of troops from one 
part of the country to another. This aim was steadily pursued, 
and by l.S/2 trains were running between Lahore and Calcutta; 
Lahore and Bombay; Bombay, Allahabad and Calcutta; and 
Lahore, Bombay and Madras. 

Our exports consist mostly of raw products and imports of 
manufactured goods. Railway policy has stimulated this 
development. The Indian Industrial Commission drew atten 
tion to the favourable rates for raw produce moving to the 
ports and imported manufactured articles moving up country 
from the ports. The effect of such railway rates has been to 
discourage Indian manufacturing industries. As an example 
the Industrial Commission quoted the case of hides : the port 
rate*, were 50 per cent less than the internal rates, which dis¬ 
couraged Indian tanning. “It would be easy to support the 
statements made above,” the Commission added, “by numerous 
instances; but the facts are generally admitted.”* 


* Report , para. 271. 
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The result of railway policy has been the congestion of 
industries in port towns. The Commission, with the object of 
encouraging the diffusion and decentralization of industries, 
recommended the adoption of the principle in railway rating 
that “internal traffic should he rated as nearly as possible on 
an equality with traffic of the same class over similar distances 
to and from the ports.” 

Complaints were made not only to the Industrial Commission 
but to thp Acworth Committee and the Fiscal Commission that 
Indian industries had to pay unfair rates both on their raw 
materials transported from other parts of India and on their 
manufactured articles despatched to the various markets. As 
may be expected, the railway authorities believe that the 
complaints are largely unfounded. The Fiscal Commission 
thought otherwise. I 

Our railway system has not developed naturally, like the 
English system, according to the requirements of internal trade 
and industry. According to Captain Voigt, the colonial rela¬ 
tion between India and England furnishes the key to Indian 
railway policy in the past as well as the present.’ 

The Wedge wood Committee refer to the unpopularity of 
Indian railways. “We would almost that they are the 

most unpopular institutions in India.” (p. 113). Hip reasons 
are' not difficult to understand. 

1. Government and Indian Railways. 

Of the important railway lines, five are owned and worked 
by the State; five are owned by the State but worked on its 
behalf by Companies enjoying a guarantee of interest from the 
Government § ; two important hnesll and many others are 
owned by private Companies, some of which are worked by 

t Report , para 272. 

1 Report of Fiscal Commission, para 127. 

[ Staat and Eisenbahnwesen in British-lndien, concluding remarks 
(Julius Springer, Berlin, 1925). 

$ The North-Western, Eastern Bengal, East India (amalgamated 
with the Oudh and Roliilkhund Railway from the first July 1925) 
and Great Indian Peninsula and Burma Railways are owned and 
worked by the State. The Bengal-Nagpur, Assam-Bengal, Bombay 
Baroda and Central India, Madras and Southern Mahratta, and 
South Indian Railways are owned by the State but worked on its 
behalf by Companies. 

|| The Bengal and North-Western and Rohilkhund and Kumaon 
Railways. 
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the Companies, while others are worked by the State or by the 
Companies which work State-owned systems; several minor 
lines are the property of District Boards, or enjoy guarantee 
of interest by such Boards. 

Over all lines in British India, ho wever, the Government 
of India exercise general powers of control ; they have also a 
financial interest in all Railway Companies in British India, 
and a preponderating interest in most of the important 
railways. 

Railway construction started in 1849 when a contract was 
made with the East India Railway Company for the construc¬ 
tion of an experimental line of 100 miles from Calcutta to 
Mirzapore or Rajmahal, the East India Company guaranteeing 
a return of 5 per cent on the capital invested; a similar 
contract was made in the same year with the Great Indian 
Peninsula Railway for a line from Bombay to Kalyan. The 
question was considered whether railways should be con 
structed by the State directly, but Lord Dalhousie held the 
view that railway construction was not one of the functions of 
government, and in 185 4 the policy of entrusting the work to 
Companies enjoying a guarantee of interest was adopted. 
Contracts were made with several Companies between 1854 
and I860 by which the East India Company (or the Secretary 
of State), besides providing land, guaranteed interest on the 
capital at “li to 5 per cent (according to the prevailing market 
rate of interest); it was also agreed that half of any surplus 
profits earned was to be used towards repaying the Govern¬ 
ment any sums by which it had mule good the guarantee of 
interest ; the remainder was to belong to the share-holders. 
The railways were to he held by the companies on leases 
terminating at the end of 99 years, hut the Government 
reserved to itself the right of purchasing the lines after 25 or 
50 years. 

The guarantee system did not prove very economical, and 
in 1862 an attempt was made to promote railway construction 
by means of subsidies, instead of a guarantee of interest. 
The system was further developed in 1864. The subsidy took 
the form of an annual payment fjr 20 years at a rate not ex¬ 
ceeding ^ 100 per mile of line, with an addition in respect of 
bridges costing more than ^"10,000. The subsidies, however, 
failed to attract capital; the two unguaranteed companies that 
had been formed in 1862 were later given a guarantee of 
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interest. It was recognised in 1869 that unguaranteed Com¬ 
panies could not be expected to play any important part in 
the development of Indian railways. 

Two changes were now made in Government policy in 
regard to railway construction. (1) It was arranged with some 
of the most important of the guaranteed Companies that half 
of the surplus profits for each half-year should be the property 
of the Government. This was a more profitable arrangement 
from the point of view of the Government than the old pro¬ 
vision regarding the division of surplus profits. (2) The 
Government decided to construct railways itself. For several 
years after 18fi9 no fresh contracts with guaranteed Companies 
were made except for small extensions. 

By the end of 1879 India had 8,303 miles of railway, of 
which 0,128 miles had been constructed by Companies at an 
approximate cost of ^"97,872.000 and 2,175 miles by the 
State at a cost of ^"23,095,220. 

In 1880 the Strachey (Famine) Commission urged the 
necessity of a rapid extension of the railway system. In view 
of the difficulty of borrowing large sums directly by the State 
for the purpose, the Commission recommended a re trial of the 
guarantee system under conditions more favourable to the 
State. Several Companies were formed after 18^0 with a 
guarantee of interest, but in each case the terms of guarantee 
given to tl e Companies were more favourable to the Govern¬ 
ment than in the case of the first guaranteed Companies. 
For example, the government guaranteed 4 per cent interest to 
the Indian Midland and Bengal-Nagpur Railway Companies, 
but the Secretary of State was entitled to three-quarters of the 
surplus profits in excess of all interest charges. 

The Government has freely exercised the right that it had 
reserved to itself of terminating the contracts of the railway 
Companies. In some cases the lines purchased have been 
transferred to State management (the Eastern Bengal, the 
Oudh and Robilkhund, and Sind Punjab and Delhi lines for 
example). In other cases the lines were acquired and placed 
under the management of other Companies with which they 
were amalgamated (the Madras and the Indian Midland lines); 
in still other cases the old Company management w T as allowed 
to continue but more favourable terms were secured for the 
State by the reduction of the amount of the Company’s capital, 
reduction of the rate of guaranteed interest and modification of 
the clauses relating to the division of the surplus profits. This 
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method was adopted also in the case of East India and the 
Great Indian Peninsula Railways, besides other lines, but 
these two lines, on the termination of their contracts in 
December, 1924, and June, 1 C ^J5, were tranHei red to State 
management. 

The total mileage open to traffic at present is about 43,000. 

2. Indianisation. 

A policy of Indianisation nf the superior ser\ices is being 
pursued. The Lee Commission r^coinmen led that recruit¬ 
ment in India should 1)5 advanced as so jii as practicable to 
75% of the total number of vatamie in the Superior services. 
The following statement shows the number of i ail way em¬ 
ployees by com muni tic- : 



i o:jfi 

l\)\2 

European 

3 , :iq 

1/134 

Hindus 

),04,M77 

5 3X,K43 

Muslims 

1,55.43^ 


Anglo-Indians 

13,423 

12,24 l 

Sikhs 

S,7 It) 

s.785 

Indian Christians 

1MJI 

, 0,uf 0 

Other Communities ... 

9,7! 2 

VM 


3. Separation of Railway finance from the General 
Finances of the Country- 

The separation of the railway bu Iget fro nth® general hu Iget 
was unanimously recommended bv tin* Railway Committee. 
“We do not think,” they said, “th u th** Indian railways ran be 
modernised, improved and enlarged so as to gn e to India the 
service of which it in crying need at th^ mu ornt, nor thaL 
the railways can yield to the Indhn public the financial return 
which they are entitled Lo expect from so valuable a property, 
until the whole financial methods are radically reformed. \nd 
the essence of tins ret v, m is coni lined in t.vo things : (1) the 

complete separation of the rail way lm Iget fr jin the general 
budget of the country, and its reconstruction in a form which 
frees a great commercial bu^me^s from the trammels of a 
system which assumes that the concern g 0 2 S out of business 
on each 31st March and recommences tie jiovo on the 1st of 
April ; and (2) the emancipation of railway management from 
the control of the Finance Department.” 

Under the old system the net receipts from the State 
railways (worked by State and by Companies) formed part of the 
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general revenues of the country, out of which allotments, vary¬ 
ing from year to year, were made for capital expenditure. The 
Mackay Committee of 1907 emphasized the need for adbpting 
a steady annual rate of capital expenditure which could be 
maintained even in times of difficulty, and they suggested 
Rs. 1875 crores as a standard. 

The stoppage of railway development during the Great War 
was inevitable, but even in pre-War years the allotments were 
below the standard recommended by the Mackay Committee- 
The consequences to railways of this policy were serious : 
“There are scores of bridges with girders unfit to carry train¬ 
loads up to modern requirements ; there are many miles of 
rails, hundreds of engines, and thousands of wagons whose 
rightful date for renewal is long over-past.” 

The main objection to the old system was that the whole of 
the excess of railway revenue over expenditure in years in 
which expenditure was low was utilised for the general purposes 
of the Government, and no reserve was kept for the railways. 

The Acworih Committee unanimously recommended that 
the whole of railway receipts, after paying the working 
expenses and interest on capital borrowed by the State for 
railway purposes, should be at the disposal of the railways, to 
be devoted to new capital requirements (whether directly, or 
as security fur new debt incurred) or to reserves, or to be 
utilised in the form either of reduction of rates or improvement 
of service. 

With effect from the year 1924- 15 the railway budget was 
separated from the general budget- Under the convention 
adopted by the Assembly in September, 1024, the railways 
make a fixed contribution to the general revenues equal to 1 
per cent on the capital at charge of commercial lines plus one- 
fifth of the surplus profits of the penultimate year. In addition 
to these payments the railway revenues have to pay one-third 
of the excess over 3 crores of any surplus remaining to the 
railways after the payment of the fixed contribution as 
explained above. 

The interest on the capital at charge of, and the loss in 
working strategic lines is borne by the general revenues. 

4. Indian Railways in the Depression. 

In the period of 5 years ending 1928-29 the average annual 
contribution of the railways to the general revenues was about 


*Aczcorth Report , para. 08. 
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6 crores. In this period the net revenue of the railways 
exceeded the interest charges each year by crores on an 
average. In the year 1929-30, net revenue was still greater 
than interest-charges, but only by 4'0f lakhs, and therefore 
the contribution to the general revenues of 6'12 lakhs was paid 
by drawing on railway reserves for the difference- From 
1930-31 to 1936-37 inlerest charges each year exceeded the 
net railway revenue. The railways p lid a cd itribution of 
5'74 lakhs to the general revenues in 1930 31 ; nothing after 
chat until 1937-38. 

At the end of 1936-37 the unliquidated liabilities of the rail¬ 
ways amounted to 61 crores, of which 30} crores represented 
the amount borrowed from the depreciation fund and 30? 
crores unpaid contributions to general revenues. 

The railways took steps to improve earnings and reduce 
working expenses, the most important of the steps being: the 
introduction of cheap fares to stimulate traffic, particularly in 
competitive areas, and special reductions in freight rates for 
parcels and goods traffic ; improvement of arrangements for 
booking traffic by the organisation of street collection and 
delivery of parcels and goods in some of the larger towns; 
formation of research organisations on certain railways to 
encourage the development of new traffic, to assist in the 
development of areas and to organise special tours etc. ; reduc¬ 
tion of expenses through the pooling of railways resources at 
certain joint stations and in other ways; and mechanical 
improvements, c.g. t pooling of locomotives, obtaining increased 
mileage from engines and condemning engines and railway 
stock without replacement. 

The railways obtained the services of Mr. Pope, of a British 
Railway, to ascertain whether further economies were possible 
on the Indian railways. As a result of Mr. Pope's visit, small 
organisations have been created on the more important railways 
to conduct detailed investigations known as ‘job analysis-’ 
These investigations cost money, but are the means of 
effecting economies much greater than the cost. In 
addition, Mr. Pope suggested directions in which railway 
earnings might be increased, viz., improved publicity work ; 
increased efforts of salesmanship ; closer study of exports, 
imports and markets; and more elasticity in the quotation of 
rates and fares. 

The Wedgewood Committee of 1937, consisting of three 
foreign experts, also considered measures to increase revenue. 
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The Committee found Indian railways ill-equipped on the 
commercial side, that is, in regard to creating and developing 
traffic, securing and maintaining friendly relations with the 
traders, and of cultivating good public relations generally. The 
Committee describes the functions of the 'Industrial Agent*, 
who is employed on several of the British railways. The 
business of the Agent is to attract new factories to the areas 
served by the railway he represents. He keeps a detailed 
register of all industrial sites available and gets into touch with 
firms or individuals who are contemplating the erection of new 
works or premises. 

At the time when the Coin nittee met, the Committee did 
not favour a general increase in rales and fares. Three con¬ 
ditions were laivl down under which such an increase might 
be justifiable : 

[а) As an emergency measure. 

(б) To meet a general change of costs and price levels of 
a more or less permanent character. 

(c) To meet a temporary increase of costs in a period of 
general prosperity and higher prices. 

5. State versus Company Management. 

The question of the future management of Indian railways 
was considered by the Ac worth Committee of 1920-21 but, 
unfortunately the recommendations of the Committee on the 
subject were not unanimous. The President and four of the 
member^ recommended State management and the other five 
members management by Companies domiciled in India- In 
February, 1^23, however, when the question of the future 
management cf the East India and Great Indian Peninsula 
Railways was debated in the Legislative Assembly, the non- 
official Indian members were able to carry a Resolution re¬ 
commending the placing of the two lines under State manage¬ 
ment at the close of their contracts- This has been done, but 
the policy of State management of railways has not been 
accepted by the Government. The Government view is thus 
explained in the Railway Administration Report for 1922-23 : 
"The Government of India, however, expressed themselves as 
being so convinced by the almost universal failure of this 
method [State management] in other countries that they 
proposed, while accepting the necessity for taking over the 
management of the East India and Great Indian Peninsula 
Railways, to continue their efforts to devise a satisfactory form 
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of Company domiciled in India to take these Railways over 
eventually on the basis of real Company management" 
(para. 14). 

Real Company management is, however, impossible in 
India. A company can effectively manage a concern when the 
money invested is its own and when it enjoys undivided res¬ 
ponsibility for management. In the case of the more import¬ 
ant lines, however, the greater part of the capital was found 
by the Government. The Government is the real owner, and 
it cannot hand over its property to a Company to be managed 
as the Company pleases. 

Company management under Indian conditions means a 
division of responsibility which d}?s not mike for efficiency. 
It may be possible to show that Company management has 
succeeded in other countries and that State management has 
failed, but there is general agreement in India with the view 
expressed by the Government of India in a Despatch to the 
Secretary of State that there is really nothing to choose 
between a Company managed line in this country and one 
under State management.”* 

Further, Indian public opinion is overwhelmingly in favour 
of State management, and Indian opinion on such a question 
is entitled to weight. 

The Wedgewood Comnittee recommended a fresh examina¬ 
tion of the possibility of creating privately managed companies 
with Boards of Management domiciled in India, thus supporting 
the Government point of view. They point out the drawbacks 
of State management. There is a cramping of initiative, there 
is enormus amount of routine correspondence, and inspection 
and supervision in connection with the expenditure of public 
money diverts the attention of officers from work of greater 
importance. 

6. A Federal Railway Authority. 

The Government of India Act, 1935, envisages the creation 
of a Federal Railway Authority when the Federation is 
inaugurated. The executive authority of the Federation in 
respect of the regulation and the construction, maintenance 
and operation of railways will be exercised by this Authority. 

Three out of 7 members of the Federal Railway Authority 
will be nominated by the Governor General f in his discretion’, 


*Acworth Report, para, 280. 
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A member of the Authority will also be nominated by the 
Governor General ( in his discretion’ to be President. 

The Federal Railway Authority, in the discharge of their 
duties, shall be guided by such instructions on questions of 
policy as may be given to them by the Federal Government. 

The Federal Railway Authority may become the means 
of realising the advantages of State management under more 
tavourable conditions. 

The Wedgewood Committee emphasize the need of easing 
the initial burden of the Federal Railway Authority. The 
Authority may first tackle the State managed systems of India. 

Three other recommendations were made by the Wedgewood 
Committee on the subject of the Federal Railway Authority. 

1. Political interference in the management of the railways 
is to be avoided. Political interference “is the high road 
to bankruptcy.” 

2. Administrative interference is to be avoided. It leads 
to stagnation. The new Authority should be allowed a free 
hand to manage its own affairs. 

3. The technical management of the railways should be 
left to the Railway Foard and the existing railway 
administrations. 

The Federal Railway Authority will correspond in its 
functions to the Foard of Directors of a large commercial 
concern. 

7. Rail-road Competition. 

Motor transport has developed rapidly since 1925-26. In 
that year the number of omnibuses imported was 6,3+3. The 
number rose to 15,306 in 1929-30. It fell thereafter and was 
smallest in 1932-33 — 2676. With the improvement of trade 
it rose to 9,973 in 193+ 35 and 15,077 in 1937-38. At first 
competition with the railways was confined to short distances* 
But recently motor buses are carrying both passengers and 
goods over long distances as well in direct competition with 
the railways. 

The competition is keeeest over short distances and, accord¬ 
ing to the railways, unfair. It must be uneconomical for 
motor buses. For example, passengers were carried to Amritsar 
for 4 annas, which is equal to about 1& pies per mile. 
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Some time ago the whole question was examined by a 
small expert committee. The committee on the whole agreed 
with the railways that public motor \ehicles were not ade¬ 
quately inspected, that they were systematically o\er crowded, 
that the motor transport n dustry was subject to no Hours of 
Work rules, that the drivers of motor \eludes were not so 
carefully examined as to their capabilities like the railway 
operating staff, that the same attention was not paid to 
accidents to public motor vehicles as to railway accidents, and 
that the motor transport industiy was not sublet to obligation*- 
such as tho-e imposed on the railways by the Railway Act- 

Control over motor vehicles has been made stricter 

The utility of hu^es where railway i er\ice is imdequite is 
obvious- “But, ’ wrote the Committee, ‘ where the advantage 
of motor transport over the railwa\s is only slight, the com¬ 
munity cannot, at the present stage, afford both ’ (p. 24). 

One must agree with the Committee that both rail and road 
transport have their appropriate held I he problem is that 
of confining each to that held 

It has been suggested that a motor bus ‘duu should not 
be allowed to run in direct competition with ihe rulw ly or 
that no bus should be allowed to start, sav, within two hours 
before or after the depirture vjf any trim Thai mignt suit 
the railways but it would not suit the motor 1 us service. It 
must also be admitted that, in spite of its income mem the 
motor bus service is of rt il use ti the po>ifi c isses of the 
travelling public It is also due to the new ompelitim that 
railways are paving mote attend m to Urn c unfnts of 
III class passengers than they ever did befuie. 

Sir Thomas Stewait, in introducing the r ulw iys budget 
for 1939 40, expl lined the railway rate \ olicv under the 
new conditions of rail road comp ticion In p irticular 
areas the railwavs are compelled to quote special i itt but 
it is not possible for the railw iy*^ to meet toad competition 
by a reduction of all rates. Railway rates are bastd hrgely on 
the principle of * what the tralhc can bear ’ 1 he position 

of the railways was roughly this, that whit we lost on the 
roundabouts, we make up on the swings.’ Ihe trifhc as a 
whole piys the cost as a whole lmtroid competition has 
‘ disturbed the harmony and balincc of the railway rate 
system’ 1 he new competitors own swings but contract no 
looses on the roundabouts.’ The situation cannot be met by 
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a general reduction in all rates- Railway rates in India are 
low, ‘the average rate per ton being the lowest in the world.’ ' 
Another point which Sir Thomas Stewart made is that the 
profits earned by the railways do not enrich any private 
capitalist. They go into central revenues and are utilized to 
give relief to the general tax payer and to assist provincial 
administrations- 

In the rail-road competition, the railways enjoy two 
advantages. First, they are largely State-owned or State 
controlled, while road transport companies are in private hands- 
Secondly, railways have proper sites for their tracks which are, 
in general, in excellent condition. For motor traffic there is 
not only an inadequacy of roads, but such roads as exist are 
‘of a deplorably low standard-’ In the opinion of experts if 
"India’s 300,000 miles of road were re constructed on the 
model of the great German Reichsutobahnen (motor roads), 
motor transport would destroy rail transport within a decade ” 
(Capital Jubilee No-, 1938, p. 109). 

To meet road competition certain counter measures were 
recommended by the Wedgewood Committee. The annual loss 
caused to railways by this competition is estimated to be 
Rs- + i crores. The Wadgewood Committee wrote : 11 If 

adequate steps are not taken to co-ordinate road and rail 
transport we should regard an increase of 100 per cent, on the 
existing lcrses as being well within the probabilities of the 
case"- (p. 102) 

The more important counter-measures are : 

1. Faster passengers trains, not faster first class service- 

2. Railway connections should be overhauled and improved- 

3- Services should be intensified in suitable sections (e.g, 

Lahore-Amritsar-J 

F More attention should be paid to amenities for lower 
class passengers (Intermediate and Third) who provide about 
92% of the passenger revenue of the Indian railways. 

The Committee did not recommend a general reduction of 
fares to meet road competition. 

In regard to goods traffic there is need for faster goods 
trains ; more expeditions handling of goods at sending, 
tranship and receiving stations ; simplification of clerical forma¬ 
lities and development of collection and delivery services- A 
general reduction of rates to meet road competition would 
involve the railways in a heavy loss of revenue and is not to 
be contemplated. Individual rates may be lowered. 
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FOREIGN TKADI AND1AKIIIS 

The foreign trade ol a country is a very good index of the 
economic activities of the people- Vgriculture ib the mam 
occupation of the people of India this is shown uot only by 
the occcupational census but by the character of our foreign 
trade. 

The followi ig statement shows the proportion of articles 
mainly or wholly manufactured to our total imports and exports 
in certain years 
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55 
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30 

1938-39 

93 

152 

61 

48 
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29 


The figures for l937-3t> and 193S 39 are exclusive of Burma. 
I he char icter of our foreign tr ide is evident from these 
figures Jute manufactures represent more than half of the 
total value of manufactured exports 

While both imports and exports hive much increased during 
the past sixty year*,, their general character ha, remained 
unchanged. 

1. Foreign Trade in Mughal times. 

The character of our foreign trade in the 16th and 17th 
centuries was essentially different The bulk of the exports 
consisted of cotton manufactures, the imports chiefly consisted 
of gold and silver, a few articles of luxury and fancy goods 
meant for the rich, and spices. 
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Let us first consider the imports* In his Remonstrantie or 
report on Surat, dated 22nd October, 1615, Pieter Gielis van 
Ravestejin gives an interesting list of articles imported for 
Akbar from England- His object was to indicate to the authori¬ 
ties in Holland the nature of the demand for foreign goods at 
the Court- The list includes fine swords and knives which will 
cut through iron ; satin and velvet of various colours (“but no 
black,” for Van Ravestejin thought they could not be sold at 
a profit) ; fine woollen cloth, green, yellow and crimson ; 3 or 4 
pieces of men’s and women’s clothing each of a different 
fashion ; all kinds of oil paintings, landscapes as well as port¬ 
raits ; a small quantity of perfumed leather ; mirrors of full 
man’s size ; parrots, cockatoos and other pet birds ; Japanese 
weapons ; ornamented copper candle stands; ornamented, 
genuine glass, and table service inlaid with gold ; 3 or 4 
watches (hour-glasses) of metal and ciystal ; breast plates, 
arms such as spikes and matchlocks- 

And Van Ravestejin added : “Various other curiosities, not 
oi great value, would be welcome and 5 or () good sleuth- 
hounds and some powerful hunting dogs, who would not be 
afraid of fighting leopards and tigers.” 1 

The imports into the principal ports on the Coromandai 
coast, viz -, Tegnapatam or Pulicat, Petapoly (Nizampatam) 
and Masulipatam, where the Dutch had factories, were as 
follows : pepper ; mace ; nutmegs ; cloves ; sandalwood ; aloes- 
wood ; lead ; sulphur : alum ; raw silk from Aitchyn and from 
China ; twisted silk from China ; silk manufactures “but little 
in demand”; musk : \ermillion : quicksilver; camphor from 
China as well as from Romeo but the latter was most in 
demand): tin; crimson woollen cloth; crimson kerseys ; Chinese 
rolled damask ; Chinese gold wire ; tinsel, tortoise-shell rubies ; 
Chinese lacquet-work and some fancy gcods. There was some 
demand for porcelain in Petapoly, which is explained by 
the presence uf Persian merchants ‘ who eat from porcelain- 
ware, but not the Hindus-’ 2 If we add gold and silver, and 
horses from Iraq and Arabia, we have a fairly complete picture 
of imports into India three or four centuries ago- 

It will be seen that with the exception of spices and one or two 
other articles, the imports chiefly consisted of articles of luxury 
meant for the rich. According to Moreland, 11 the masses of 

1 Terpstra, WesterkiDartieren , 215. 

1 Schorer’s account of the Coromandai coast dated 1606, 
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Indian consumers were too poor to buy imported goods.” 3 But 
the masses of consumers, whether in India or elsewhere, are 
always too poor to buy imported articles of luxury. The 
character of the import trade is explained by the self-sufficient 
character of India of the past. The terrible machines which 
have transformed European industry and ruined Indian weavers 
and other hand-workers, had not yet been invented, and our 
craftsmen were unbeaten in their art. 

2. Cotton Weaving. 

It has been said above that cotton goods formed the bulk of 
our exports in the 16th and 17th centuries. Cotton weaving 
was one of the main occupations of the people, and as an 
industry it was even more important than agriculture, for while 
agriculture supplied the needs of the population (exports of 
agricultural produce were for the most part unimportant), the 
cotton industry produced cloth not only sufficient to clothe 
the masses of India but for export- 

The whole world was a market for the products of this 
national industry. 

Cotton weaving is a very ancient Indian industry- From 
the accounts of the Greeks who accompanied Alexander the 
Great on his expedition to India it appears Lhat the art of 
weaving was highly developed in India in the 4th century 
before Christ, and produced the finest goods 4 - Cotton goods 
were exported to Greece where they were known as Gangetika- 1 
From very early times then, down to the 16th and 17th cen¬ 
turies, the industry continued to grow and prosper ; nor did its 
growth and prosperity cease under the Moghul kings. 

The importance of the exports of cotton goods may be 
judged from the following references to the trade (selected 
from a great many) in the accounts of contemporary European 
travellers- 

Duarte Barbosa (Portuguese) thus refers to the ships from 
Cambay that he saw (1514) at Aden : “And these ships of 
Cambay are so many and so large, and with so much merchan¬ 
dise, that it is a terrible thing to think of so great an expendi¬ 
ture of cotton stuffs as they bring.” 6 

Barbosa mentions the sacking of Mombasa by the Portu¬ 
guese a few years earlier (15th August, 1505). A fuller account 

' From Akbar to Aurcmgzeb , p. 53. 

1 Lassen I, 205. {Indischc Alterthumskunde). 

5 Ibid. II, 24. 

6 The Coasts of East Africa and Malabar, 28. 
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based on original sources is given m a recent publication- 7 
When the invaders stormed the King’s palace, they found there 
large quantities of cotton goods from Cambay which, «-ays 
1 Juemmench, provided clothing for the whole of the East 
African coast- 

Cotton goods were made all over India, but there were 
three great centres of the export tiade. Cambay supplied 
p'aces to the we^t of India, countries to the cast were supplied 
from Coromandal and Bengal. The importance of exports 
fioin the Corom indal coast may be iudged from the following 
st itcment contained m a letter dated June lo!2 from Hendrik 
Crauwer (later Dutch Governer-General) to the Director 
of the Dutch Last Tndia Company “The coast of 
( oromandal is thp left arm of the Moluccas and the islands 
round ab mt, bei ause without cloth imported from Coroman 
chi, trade would he de id in the Moluccas.’ s 

1 he demand for i otton goods math on the C oromandal coast 
was nut limited to the places in the 1 ast frequently mentioned 
in the earlv, Dutch reports, t/r , Atechyn, Priaman, Queda, 
Peiac, Sumatra Java, Malayr, Patane, Moluccas, Banda, 
B rmo, Celebes, Soloi, Boreicr, Bantam, \mboma, Siam, 
Pegu, lenascanm, and \iakan. ft w is wider A Resolution 
ni the Cjcnertl Cornell at Bant tin, dated 3rd December, lblO, 
refers to “c 1 nil and olh i grid". which have been ordered 
hum thecoi^t of Corom in lal loi the Moluccas, lava and the 
1 atherland.’ J Already m 1 10 there w u a keen demand itv 
lluiland for Indian gujK 

In one of the e uliest manuscript accounts of the east coast, 
tor the ir it>b7 OS pit tr\ed in the Dutch Records Office at the 
Hague, 11 there n another mteicstm to tt fen-nce to cotton goods 
It appears tint the Dutch experieru cd difficulty in buying red 
cotton uoth through the umal nriddltmen u Petapoly, the 
reason being that the trade was controlled by the King of 
Gnlcanda, in who e jiui diction Petapoly lay, who had agreed 
to supply the King of Persia every year for his aimy several 
thousand piens of red cotton stuffs 1 he goods must have 
been expoited to Persia bv sea. 

litummc ri< h (Die ersle deutschc Handclsfahrt nach Indien, 
1303 0(»j. ]\ (>]. 

S llteies, liijdragen, 151. 

1 r l( rpstra Korontandal , 170. 

10 Kol. Arch. No. U01 (Dutch Letters Received). 
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Nor was the demand for our cotton goods less keen in 
England. The exports of England grew rapidly in the first 
quarter of the 17th century, and demand was limited only by 
the want of funds. Indian calicoes were popular in England 
and replaced the more expensive linens imported from Holland 
and Germany. The conversation which the Deputy Governor 
(Morris Abbot) and Thomas Mun had with King James 
and which Abbot reported to the East India Company in 
August 1623, is reproduced in English Factories , 1624-29 J1 - 
The King asked “what vent they had for the greate masse of 
callicoes [that] came yerelye. They answered that much of 
it is very useful and vendes in England, whereby the prizes of 
lawnes, cambrickes, and other linnen cloth are brought downe; 
for the rest England is now made the staple for that com- 
moditie, which having first served His Majestie’s dominions, 
the overplus is transported into forayne parts in the nature of 
a home bredd commoditie. The King approved exceedingly 
thereof, and said this was the ready way to bring treasure into 
his kingdome,” 12 On March 30, 1623, Abbot, who had 
now become Governor, told a General Court that “the com¬ 
modities of Zuratt doe vend heer much better than in former 

tymes ; for example,.callicoes.hath found such vent in 

forreyne parts as if the Company had 100,000 or 200,000 
peeces they would bee uttered in short time-” 

The few extracts given above are sufficient to show the 
importance of cotion goods in our foreign trade, and of the 
weaving industry in gning employment to our workers- 

Among other articles of export indigo was of some impor¬ 
tance ; the method of its manufacture has been described by 
Pebaert, \V. G. de Jongh and Van Twist- Cotton yarn was 
exported from the Coromandal coast- In Masulipatam there was 
a great quantity of iron and steel, which also figured among the 
exports from the East coast. Among the articles of trade in 
Gujrat mentioned by Twist, in addition to cotton goods 
and indigo, we find opium, king, lac, myrobolans, gambier, 
drugs, precious stones, alabaster and marble. Rice was 
exported from Bengal- 

Raw silk has been mentioned above among imports- The 
Indian silk industry depended upon improved raw materials, 


11 p. xxvi. 

11 Terpstra, Koromandal , 176, 
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and Gujrat was one of its important centres. Van Twist men¬ 
tions silk goods of various colours and designs, and goods of 
mixed cotton and silk. 

We may next briefly notice the nature of India’s balance of 
trade in those days. 

As at the present time, exports much exceeded imports in 
value- But our favourable balance of trade is now a sign of 
our debtor position. There is an annual drain from India 
of profits of important industries, which are a monopolyof, or 
are controllel by foreign capital. In addition, invisible imports 
in the shape of the services of foreign shippers, bankers 
and commission agents have to be paid for. We are a 1 
debtor country and we pay our debts abroad by exporting 
goods. 

The situation was different in the past. The demand for 
our manufactures was keen in the markets of the world, while 
our demand for the manufactures of other countries was so 
small as to be negligible. Indian produce was exported 
in Indian ships manned by Indian sailors, and Indians largely 
earned the profits from exchange and the provision of credit 
needed for trade. Not only the balance of trade but the 
balance of payments was heavily in our favour. In other 
words, India was a creditor country, and the world paid her 
tribute in silver and gold. 

3. Tariff. 

While our Moghul Kings held Mercantilist views in regard 
to silver and gold, they did not exclude foreign goods by means 
of heavy import duties. The general rate of duty on imports 
in the time of Akbar was 2\ per cent ad valorem . Indian 
hand-industries needed no protection then and light duties 
were levied on imports for the sake of revenue. 

Under Company rule, the general rate of duty levied on j 
imports into India was 10 per cent ad valorem ; almost all 
goods exported were taxed at the rate of 3 per cent. The 
duty on imports was reduced to 1\ per cent in 186+ and 5 
per cent in 1875. Duties on exports were gradually repealed 
and in 1875 only rice, indigo and lac were still subject to duty. 

The “reform” of the Indian tariff in accordance with the 
principles of free trade began in 1878. The duties on a great 
number of articles, including some of the coarser cotton goods, 
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were remitted in that year, and in the following year the 
duties on grey cotton goods except those of the finer qualities, 
were repealed. In 1882, with the exception of salt, all the 
remaining import duties were repealed. 

The reasons which led the Government to abolish the cotton 
and other duties were not merely economic. Hut at the back 
of the mind of our administrators was the idea that such 
protection as the tariff afforded to Indian industries was eco¬ 
nomically indefensible. Again, free trade was the policy of 
the United Kingdom, and it was thought to be wrong for 
India to levy duties on imports when the United Kingdom did 
not do so. In the Financial Statement for 1878 we find the 
principles which governed the customs legislation of the 
United Kingdom, “ now admitted axioms by all who 
recognise the theoretic advantages of free trade,” held up as a 
model for India. 

The abolition of cotton duties in ls79 met with strong 
opposition in the Viceroy’s Council ; it was in opposition to 
the opinion of the majority of th j Council that Lord Lytlon 
carried out the measure. 

Financial pressure compelled the G ivernment in 1S ( H to 
reimpose the tariif of 1875 with some moiifications. In 
December 18 1 )5 a 5 per cent duty was imposed on cotton 
goods and yarn imported into India, and a countervailing 
excise duty of an equivalent amount was imposed on cotton 
goods made in In iian power mills. Referring to the excise 
in his speech on the Cotton Duties Bill on the 17th December, 
1894, Mr. Westland (Finance Member) frankly admitted that 
he did not recommend the measure on its own merits. The 
instructions of the House of Commons were that if the 
Government of India were obliged by financial necessity to 
impose a duty on cott in goods, an equivalent duty must be 
imposed on similar goods manufactured in India to deprive it 
of a protective character. Two years later the duty on yarns 
was removed and both the duty on cotton goods and the excise 
were lowered to 3i per cent. 

The Tariff Act of 1894 was amended in 1899 to check the 
imports of bounty-fed sugar from Germany and Austria- 
Hungary. 

The customs tariff was completely revised in 1910. With 
effect from March 1, 191b, the general rate of duty was 
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raised from 5 to 7i per cent, and the free list was curtailed 
Export duties were also imposed on tea and jute. The duty 
on cotton manufactures was not altered, as the proposal to 
raise it would have revived old controversies at a time when 
it was necessary to concentrate all attention on the War. In 
the following year, however, financial reasons compelled 
the Government to raise the import duty on cotton goods 
from per cent to 7\ per cent without any change in 
the excise, which remained at 3$ per cent. At the same 
time the export duties imposed on tea and jute in 191<> were 
doubled. 

The customs tariff was again recast in the Budget for 
1921-22. The general rate was increased from 7£ to 11 
per cent, and there were other changes- 

Under the stress of financial necessity the customs tariff was 
again revised in the Budget for 1922-23. The general tariff 
was raised from 11 per cent to 15 per cent, but the duty on 
cotton goods was not altered- The cotton excise was abolished 
in 1926. 

At the outbreak of the present war the general rate of the 
tariff was 25 'V> ad valorem. Export duties were levied on jute 
(raw and manufactured) and rice. Protective duties were levied 
on the following articles : sugar ; heavy chemicals; iron and 
steel; silver ware ; thread and other manufactures : cotton 
manufactures ; silk fabrics ; artificial silk fabrics and fabrics ol 
artificial silk mixed with other materials ; matches, match 
splints and veneers- 

4. Imperial Preference. 

The question of Imperial preference was first officially 
considered by India in 1903. Britain sought protection in 
our markets because of the increasing competition she met 
from Japan, Germany and the United States. 

Sixty years ago the share of the United Kingdom in our 
total trade amounted to more than 60 per cent. “The flow of 
trade with other countries,” says the Review of the Trade of 
India for 1884-85, “ in comparison with that between Eng¬ 
land and India, is of little significance.’’ The United Kingdom, 
then, was the only country which extensively manufactured 
goods adapted to our requirements, and she met with little 
competition in our markets either from home industries or 
foreign manufacturers, 
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Percentage share of certain countries in India's foreign 
trade. 



1871-72 

to 

1875-76 

1013-14 

1931-32 

1938-39* 

Imports . 

U. K. 

77*9 - 

64*2 

35*4 

30*7 

Germany ... 

OT 

h’ 9 

8'0 

8*5 

U.S.A. ... 

03 

2 'fi 

101 

6*4 

Japan 

O'O 

2 6 

10 5 

10*1 

Exports . 

UK. 

49'6 

23 5 

275 

33'7 

Germany ... 

0*3 

1 O'8 

' b'b 

4‘7 

U.S.A. ... 

3‘5 

8‘9 

8'9 

3\5 

lapan 

0*0 

9*3 

S'7 

90 


Taking imports and exports separately, in the five years 
1871-72 to 1875-76 no less than IT9 per cent of the total 
imports came from the United Kingdom, the share in the 
import trade of Germany, Japan and the United Stites being 
negligible. For 1913-14, the figure for the United Kingdom 
is 64'2 per cent. 

The Review of the Trade of India for 1SSJ-S5 notes that 
about that time our direct trade with France was of greater 
value than that of any two other European countries combined. 
At the present time, Germany, the United States of America 
and Japan have each a larger share in our total trade than 
France. 

From practically nothing sixty years ago the share of these 
countries in our imports increased steadily till the outbreak of 
the Great War. Germany lost ground in the War and the 
post-War period, but what Germany lost, the United States, 
and particularly Japan gained. 

Considering the heavy decline in the demand for British 
goods it is not surprising that British manufacturers should 
have thought of Imperial Preference as a means of stimulating 
this demand. 

Lord Curzon’s Government rejected Imperial preference 
because of the danger of retaliation on the part of foreign 
countries. The greater portion of our exports, they pointed 


including Burma. 
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out, “compete successfuly in foreign markets by reason of 
their cheapness rather than of their quality or kind” (Letter to 
the Secretary of State, dated 22nd October, 1903). 

The question of making the British Empire self-sufficient 
was seriously considered during the War. The Imperial War 
Conference, 1917 passed the following Resolution : 

“The time has arrived when all possible encouragement 
should be given to the development of Imperial resources, and 
especially to making the Empire independent of other 
countries in respect of food supplies, raw materials, and essential 
industries. With these objects in view this Conference 
expressed itself in favour of :— 

“(1) The principle that each part of the Empire, having 
due regard to the interests of our Mlies, shall give specially 
favourable treatment and facilities to the produce and manu¬ 
factures of other parts of the Empire. 

“(2) Arrangements by which intending emigrants from the 
United Kingdom may be induced to settle in countries under 
the British flag.” 

The United Kingdom adopted the policy of preference in 
1919- Without altering its general tariff policy she granted 
to the whole Empire preferential rates, which were usually 
five-sixths or two thirds of the full rate, oi nearly all articles 
on which import duties were levied. 

In Irdia, the Imperial Legislative Council adopted a 
resolution in February, 1920, for the appointment of a Com¬ 
mittee to report ‘whether or not it is advisable to apply to the 
Indian Customs Tariff a system of preference in favour of 
goods of Empire origin.’ This led to the examination of the 
whole question by the Indian Fiscil Commission (1921-22). 

4. The Fiscal Commission. 

The general conclusions of the Fiscal Commission on the 
question of preference are summarised below :— 

Indian exports are not of a kind to benefit appreciably from 
preference : ‘‘The economic advantage derived from a pre¬ 
ference tends to be more important in the case of manufactured 
goods than in the case of raw materials. Manufactures 
nearly always meet with keen competition in foreign markets 
and therefore a preference on manufactures is nearly always 
of value. The position in regard to raw materials is different” 
(Fara. 233). 
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2. India could not grant extensive preferences without 
serious loss to herself. The Commission were chiefly thinking 
of the cost to the consumer. In regard to retaliation, the 
Commission thought that there was not much danger to be 
feared on that score. 

The Commission laid down the following three principles 
which were to govern the application of a policy of preference: 

1. No preference was to be granted on any article without 
the approval of the Indian Legislature. 

2 . No preference given was, in any way, to diminish the 
protection required by Indian industries. 

3. Preference was not to involve any appreciable economic 
loss to India after taking into account the economic gain 
which India derives from the preferences granted her by the 
United Kingdom. 

The Commission duly emphasized the Imperial aspect of 
the question :— 

“We do not forget that the United Kingdom is the heart of 
the Empire, that on its strength depends the strength and cohe¬ 
sion of the Empire, and that its strength is bound up with the 
prosperity of its export trade, which has enabled a small island 
to find the resources which bind together and uphold the 
great Commonwealth of Nations known as the British Empire. 
Unless the United Kingdom maintains its export trade the 
Empire will weaken, and this is a contingency to which no part 
of the Empire can be indifferent. Nor again do we forget that | 
the communications of the Empire are guarded by the British 
Navy, and that the burden of maintaining the essential services 
falls almost entirely on the people of the United Kingdom.” 
[Para- 260]. 

Public opinion in India was thoroughly hostile to Imperial 
Preference in 1921-22, and it remained hostile when the 
Ottawa Trade Agreement was concluded. It had been made 
clear as far back as 1902 that the object of Imperial Prefe¬ 
rence was not to establish free trade within the Empire—the 
Dominions would never have agreed to Imperial free trade. 
But the Indian mercantile commumty feared that preference 
would operate to weaken the protection granted to Indian 
industries, that it would place a heavy burden on the Indian 
consumer for the benefit of British industries, and that it 
would affect India’s fiscal autonomy. Ip recent years before 
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the war public sentiment in regard to preference had under¬ 
gone a change. This was on account of the emergence of a 
new order in international trade which made it vital for India, 
in the interests of her export trade, to gain and retain the good 
will of Empire customers, even if it meant burdening Indian 
consumers with higher cost of imported goods. 

Reference has been made above to Indian Fiscal Autonomy. 
This was the result of a Fiscal Convention according to which 
the Secretary of State for India did not interfere in tariff 
matters when the Government of India and the Legislature, 
were in agreement. The Fiscal Convention lapsed when the 
Constitution Act of 1935 came into force. The need was 
therefore felt for imposing a special responsibility on the 
Governor-General to prevent penal discrimination against 
British imports. Discriminatory or penal treatment covered 
by this special responsibility includes both direcl discrimination 
(whether by means of dilferential tarilf rates or by means of 
differential restrictions on imports) and indirect discrimination 
by means of differential treatment of various types of products. 
No administrative discrimination will be permitted either. 

Trade relations between India and Lhe United Kingdom are 
now governed by the principle of Reciprocity, which means 
that we can impose no conditions upon British subjects 
domiciled in the United Kingdom and Companies incorporated 
in the United Kingdom to which Indians or Companies 
incorporated in India are not subjected in the United Kingdom. 

There is a special application of this principle to shipping. 
Ships registered in the United Kingdom cannot be subjected 
by law in British India to any discrimination whatever as 
regards the ship, officers or crew, or passengers or cargo, to 
which ships registered in British India are not subjected in 
the United Kingdom. 

This principle makes it impossible to reserve coastal 
shipping to Indian vessels. 

Ships registered in India may compete on equal terms with 
ships registered in the United Kingdom in the British coasting 
trade, and in the carrying trade between the United Kingdom 
and foreign ports. It is extremely doubtful if this privilege 
that Indian shipping has acquired under the principle of 
reciprocity is of any great value. 

5. The Ottawa Agreement. 

The United Kingdom-India trade agreement was signed in 
August, 1932, and the preferences came into force from 
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November of the same year. The main terms of the agree 
ment were the following : 

No duties were to be levied on Indian poods imported into the 
United Kingdom which were admitted free of duty under the British 
Import Duties Act of 1932, 

Preference of 9s. 4 d m per cwt. was to be granted to Indian coffee. 

The margin of preference enjoyed by Indian goods specified in 
schedule C over similar foreign goods was not to be reduced. If 
greater preference was granted to such goods imported from any other 
part of the Empire into the United Kingdom, such greater preference 
was to be extended to Indian goods. Schedule C comprised 22 articles 
including tea, leather (undressed hides and skins), teak and other hard 
woods, woollen carpets and rugs, tobacco, castor seed, groundnuts 
and lead. 

The duty on either wheat or lead might be reduced if at any time 
Empire producers were unable or unwilling to ofTcr these commodities 
at prices not exceeding the world prices and in quantities sufficient 
to supply the requirements of United Kingdom consumers. 

Goods specified in schedule D were to be admitted free oT all duty 
from all sources. Schedule D comprised the following artieles : 
shellac, seed lac and stick lac, raw jute, inyrobolans, broken rice, 
mica and Indian hemp. India needed no preference in respect of 
these goods. 

Greater use of Indian cotton in the Uni Led Kingdom was to be 
encouraged, whether by research, propaganda or improved marketing. 

India on her part agreed to grant 10 per ccnL preference to 
British imports of 158 articles and 7£ per cent preference to 5 other 
articles mentioned in schedule F. 

Where protective duties were not imposed on goods of cotton and 
artificial silk, the Government of India undertook to grant 10 per 
cent preference to British imports of these goods. 

The Ottawa Conference, in taking note of the trade agree¬ 
ment^, recorded its conviction : “That by the lowering or 
removal of barriers among themselves provided for in these 
Agreements, the flow of trade between the various countries 
of the Empire will be facilitated, and that by the consequent 
increase of purchasing power of their peoples, the trade of the 
world will also be stimulated and increased.” 

The Conference also adopted a resolution concerning 
industrial co-oneration between various parts of the Com¬ 
monwealth. The Imperial Economic Committee on 
Imperial Industrial Co-operation had noted that industrial 
production had developed and that it would continue to 
develop in the less industrialised parts of the Commonwealth. 
“These developments,’’ says a resolution adopted by 
the Ottawa Conference, “involve changes in the economic 
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structure both of the more industrialised and of the less indus¬ 
trialised countries; and the Conference notes with approval 
the view of the Committee that ‘the object of co operation is 
not, and must not be, to arrest change, but wisely to direct 
and facilitate its course 1 '’. 

In the opinion of the Conference the object of the policy 
of industrial co operation should be to 'secure the best division 
of industrial activities among the several parts of the Common¬ 
wealth and the ordered economic development of each part 
with a view to ensuring the maximum efficiency and economy 
of production and distribution’. 

No scheme of such Imperial division of industrial activities 
has been worked out. The idea, probably, is, to safeguard 
(he interests of British industries without unduly restricting 
the industrial development of other parts of the Commonwealth. 

As the result of the Ottawa Agreements, the share of the 
United Kingdom, as well as of the British Empire as a whole, 
in our imports increased appreciably between 1932-33 and 
193b-37- Figures for later years are noL comparable on 
acv ount ot the exclusion of Burma. 

The OLtawa Trade Agreement was terminated in 193b and 
a new trade agreement with the United Kingdom came into 
operation from Et April, 1939, the terms of which were more 
favourable to India- Preferences granted to India have 
proved oi 7 alue in the case of groundnuts, linseed, coir yarn, 
mats and matting, woollen carpets and rugs, and jute inanu 
faclures- Preference in the case of jute manufactures 
enabled India to compete on equal terms with the British 
industry. With the aid of preference India ousted foreign 
suppliers fiom the Butish market for coir yarn, and mats 
and matting- The preference on tea made non-Empire 
competition difficult- 

The duty on British cotton piece-goods was reduced from 
25 to 30% in 193b but this reduction failed to arrest the decline 
in the imports of British cloth. The new agreement lowered 
the duties to 17i to 15-4%. ad valorem on different classes of 
piece-goods- 

A new feature of the trade agreement was the linking of 
the preference for British piece-goods with the offtake of 
Indian cotton by Ihe United Kingdom on a reciprocal 
graduated scale, India agreeing to reduce import duties if the 
United Kingdom took more of Indian cotton- 
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9. Gold Exports. 

A wholly new development in our foreign trade after 1931 
was the export of gold. 

Traditionally India has been described as the ‘sink* of the 
precious metals. 

Van Twist in his Gena ale Beschrivinghc van Itidien (1638) 
tells us that although there were no gold or siver mines in 
India, large quanlies of both were imported from foreign 
countiies, and that it was forbidden to export them- ‘‘India 
is rich in silver,” wrote Ilawkins, ‘‘for all nations bring coyne 
and carry away commodities for the same ; and this coyne is 
buried in India and goeth not out.’ 1 II Terry estimates that 
an Indian ship returning from the Red Sea was usually worth 
two hundred thousand pound* sterling, most of it in gold and 
siher. “]Jesides,” he adds, “for what quantity of monies comes 
out of Europe by other means into India, 1 cannot answere ; 
this I am sure of that many silver streames runne thither as 
all rivers to the sea, and there stay, it being lawful for any 
nation to bring in silver and fetch commodities, but a crime 
not less than capital to carry any great summe thence ,,a , 
MandeKlo also noted that it was “prohibited, upon pain of 
death, that any should transport either Gold, b'lver, or coined 
Brass out of the Country’^. 

India imported gold heavily also from 1900-01 to 1930-31 as 
is shown by the table below : 


Gold lakhs of Rs- 


1900-01 

to 

1901-05 


Imports 

75,33 

Exports 

44,14 

Net 

imports 

31,19 

1905-06 

to 

19' 9 10 


87,45 

2S.73 

58,72 

1910 11 

to 

1914-15 


149,59 

22,87 

126,72 

1915-Jo 

to 

1919-20 


9 &,Z2 

31,16 

67,06 

1920-21 

to 

1921-25 


18 _',24 

38,69 

143,55 

1925-26 

to 

1930-31 


121,53 

1,01 

120,52 


It is seen that imports of gold exceeded exports by about 
548 crores of rupees. The import of gold came to a sudden 
end when England abandoned the gold standard and we 
linked the rupee to sterling. 

I Frstcr, Early Travels in India, p. 112. 

* Foster, p. 302. 

II Travels into the Indies, p. 68. 
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This movement of gold from India was entirely unexpected. 
The Gold Delegation of the Financial Committee of the 
League of Nations thus speculated about the Indian demand 
for gold in the depression : 

“No doubt the present economic depression may result in 
some temporary weakening of the Indian demand ; on the 
other hand, it is quite possible that the recent decline in the 
price of silver will lead to increased purchases of gold. We 
understand that attempts are being made to extend banking 
and investment habits in India, but we do not think it would 
be safe to anticipate any material reduction in the Indian 
demand for many years to come” (Interim Report, p. 14). 

After 21st September 1931, no remarkable change in 
banking and investment habits occurred in India. But we 
not only suspended our purchases of gold, but were selling gold 
to the world on an unprecedented scale. 

The value in rupees of exports of gold between 1931-32 
and 1939-40 is shown below (later figures not available). 

Net exports of gold, 
in Lakhs of 1U. 

57,97 
05,52 
57,05 
52,54 
37,36 
27,85 
16,33 
23,26 
44,64 

382,52 

10. The Price of Gold. 

We were tempted to sell gold by the rise in its price. Why 
did the price of gold rise ? 

The lowest London New York cross-rate (dollars to £ 
sterling) in September 1931 was 3 60 (parity 4'866 dollars to 
£ gold)- This signified a rise of about 35 per cent in the 
price of dollars in terms of the British paper £- 

The Mint price of gold in England per fine oz. was£4-4-9f. 
The highest price of gold in September 1931 was £5-14-9. 
The rise in the London price of gold was about equal to the 
depreciation of the paper £ in terms of the dollar (35'3%). 


1931- 32 

1932- 33 
1933 34 
1934-35 

See Fig. 25 j 1935-36 

on p. 168. J 1936-37 

1937- 38 

1938- 39 

1939- 40 
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Crores of rupees 

Showing net imports ( + ) or net exports of gold ( - ) from 1855-56 
to 1989-41). The unprecedented character of gold exports which 
began in 1931-32 is apparent Before 1931-32, net exports of gold from 
India took place in the following years : 

Year ending Value of net exports 

March in lakhs of Rs. 

1879 - 00 

1893 -2,81 

1895 -4.97 

1916 - 1,11 

1919 -5,50 

1922 -2,80 

There were no net exports of gold in any year between 1835-80 and 
1855-£6. 
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We abandoned the gold standard with the United Kingdom, 
but the rupee remained linked with sterling. The result was the ! 
depreciation of the rupee in relation to the dollar, or gold (since \ 
the United States were on the gold standard), equal to that of ‘ 
the British paper £■ 


In 1934 the United States devalued their dollar by 41 per 
cent and fixed the price of gold at 35 dollars per fine oz. As 
chere has been no devaluation of the British pound, £ 
gold= s 8‘24 United States dollars. 

The dollar sterling rate that is being maintained at present 
is very little over 4 dollars. At 35 dollars per fine oz the price 

35 

of gold in British paper money therefore is -^t^ = £ 8-13-8"4 


240 


The rupee -18d.; the £ = ^ = 134 Ks- 


Per fine oz. the price of gold in India will be : 


^x«- K5 .U5-8 


1 tola of fine gold = 180 grains of fine gold 
480 grains of fine gold = l oz. of fine gold 
.'. 1 tola of fine gold = -J2n =■ 2 oz. of fine gold 
The price of gold per tola, when the rupee sterling exchange 
is 18rf. and the dollar sterling rate 4'03, therefore, is: 


ks. 


115 8 X 3 
8 


= Rs. 43-7 As. approximately. 


We have said above that the Mint price of gold in England 
per fine oz. was £ 4-4-9^. The price of fine gold per tola in 
India before we left the gold standard was Ks. 21-3-10 
(ignoring cost of transportation). 

Suppose now that the dollar sterling rate is 4‘12, or exactly 
half of the gold parity (8 24), and that the rupee sterling rate 
is 18tf- 50% depreciation of the paper £ would doubfe the 
price of gold in England, and since the depreciation ot 
the rupee in terms of gold would be equal to that of the 
paper £, the price of gold in India would also rise by 100 per 
cent, or to Rs- 42-7-4. 


The reader is warned that the actual price at which gold is 
sold in India may differ from the theoretical rale, even when 
gold is freely exported and imported, on account of local varia¬ 
tions in demand and supply. When gold exports and imports 
are not free, there may be no relation between the local price 
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of gold and the dollar sterling rate. For example, speculative 
activity raised the price of gold to Rs* 96-4 per tola in Bombay 
on 26th April 1943, the dollar sterling rate remaining unchanged. 
The 'token* invasion of India by Japan caused a sudden* 
rise in the price of gold at the end of March, 1944. 

11. Advantages claimed for Gold Exports. 

The export of gold meant that under the stress of economic 
necessity, India started consuming her capital (paying for 
imports by the export of gold). Much of the gold exported 
was ‘distress gold’ sold by peasants to meet Government and 
other dues. The export of gold caused serious anxiety in the 
country, but the feeling in official circles was one of distinct 
pleasure. "In fact 1 ' said the Viceroy (1932), "it is clear there 
is not only no cause for anxiety in what is now happening but 
that it is conferring a great benefit on both public and private 
interest.” In his budget speech (1932-33) the Finance 
Member, with all the weight of his great authority, advised 
the people to "part with gold now.’' 

At a time when exports of goods were declining, and ex¬ 
change tended to fall, gold exports helped to raise exchange 
and they enabled the Government to pay off some sterling 
debts. Gold exports thus improved India’s credit in the eyes 
of the world. Gold exports also encouraged ‘the flow of inter¬ 
national trade.’ But for gold imports ‘imports of foreign 
manufactures into India would have shrunk -much more than 
they did owing to the trade depression’. By encouraging ‘the 
flow of international trade* (Sir George Schuster’s phrase), 
our gold exports acquired an international significance. 

Gold is not like tea, jute or other commodities. It is the* 
basis of credit and the sinews of war. The individual holder 
was forced by distress to realize his assets. The Government 
might have bought the gold and preserved it in the general 
interests of the country. This suggestion was made to 
Government. The Government reply was : "We already have 
our proper proportion of gold in our currency reserves”. 
(Finance Member’s budget speech, 1933-34). Gold exports 
continued even after the establishment of the Reserve Bank of 
India. The gold holding of the Reserve Bank in February 
1944 was precisely the same as in December 1935—44,42 
lakhs. 
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INDIAN PRICES 

The history of Indian prices since 1861 divides itself into 
five clearly-defined periods : 

1861—1905. Gradual rise of prices. 

1905—1914. Rapid rise of prices. 

1914—1920. Rise of prices due to war. 

1920 — 1929. Deflationary fall of prices. 

1929—1939. Heavy fall of prices owing to world depres¬ 
sion and gradual recovery. 

1939— . Rise of prices due to war. 

1. Prices, 1861—1905. 

The fluctuations of prices before 1905 show the ellect on our 
agricultural economy of the linking together of distant parts 
of India by the railway and of Indian with foreign ports. 

As early as 1865 passengers and goods could be booked 
through between Amritsar and Karachi. Through communi¬ 
cation between the Punjab and Calcutta and the Punjab and 
Bombay was established in 1870* 

The linking of different parts of the country by means of 
the railway and the opening of the Suez Canal to traffic exer¬ 
cised an important influence on Indian prices, particularly 
those of food grains. 

There are two chief characteristics of price fluctuations in 
the pre-railway era, la) fluctuations of prices from year to 
year weie not infrequently greaL and violent, ( b) differences in 
prices in different places were very often considerable. 

The influence of the export trade in keeping up prices is 
referred to in several Punjab Administration Reports of this 
period. The earliest reference is in the Administration Report 
for 1865-66, where the “steady increase” m the price of wheat 
is ascribed to increased demand and “the opening out of new 
markets/’ 

The Punjab Administration Report for 1871-72 thus com¬ 
ments on the connection between prices in the Punjab and 
other provinces: 

“There can be no doubt that the prosperous grain harvest 
of 1871-72 in the North-Western Provinces made prices easier 
in the Punjab ; when there is a demand for grain in other 
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provinces, the Punjab prices always rise, even though the 
supply be abundant” ( p . 152). 

The spring crop of 1873-74 was “a most abundant one,” 
but according lo the Punjab Administration Report for 1873- 
74, “the effect of this on prices was to a considerable extent 
counter-balanced by the extraordinary export of food-grains 
to the Bengal famine districts.” 

The Punjab Administration Report for 1876-77 refers to the 
"great demand for export to the famine districts of Bombay 
and to Europe” in the case of wheat in 1876-77. That the 
price still fell was due to a plentiful supply in the province. 
"Wheat,” the Report adds, "is grown chiefly for sale and 
export, the agriculturist ordinarily subsisting on the cheaper 
grains.”* 

That the European demand exercised a very important 
influence on the price of wheat in India was admitted by the 
Indian Price Enquiry Committee of 1910.t 

What is true of wheat is also true of all exported articles. 
The following statement shows the lowest and highest points 
touched by the average of 28 exported articles in each decade 
between 1861 and 1920:— 



Highest 


Lowest 

1861—70 

110 

(I860) 

86 

(1861 and 1862) 

1871 — 80 

114 

(1878) 

wo 

(1876) 

1881—00 

104 

(1889) 

91 

(1888) 

1891—1900 ... 

124 

(1897) 

103 

(1.VJ1) 

1901—10 

124 

(1908) 

103 

(1903) 

1911—20 

28 i 

(1920) 

136 

(1911) 


It is seen that with one exception, the lowest price-index of 
each successive decade was higher than that of the preceding 
decade. In 1901 —10 the prices of exported articles were 
lowest in the year 1903, when, falling from 113 in 1902, they 
returned to the level of 1891 (103'. 

While prices showed a tendency towards a slow and gradual 
rise between 1861 and 1905 (more accurately after 1865) on 
account of the influence of the export trade, they were still 
subject to seasonal fluctuations. As before the era of railways, 
they rose in a year of famine or scarcity, but not so sharply as 
before, and returned to about (not quite) the old level with 
the advent of normal seasons. India was visited by famines 
in 1876-78, 1896-1897 and 1899-1900; 1866, 1889 and 1908 
were years of scarcity. 

* P, 82. 


t P. 141. 
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2. Retail Price of Wheat 1861-1940. 

The reader’s attention is drawn to Fig. 20. The dotted 
curve A shows wheat prices (index numbers 1JS73 = 100), The 



Showing the fluctuations in the retail price of wheat in India from 
18G1 to 1940, and the trend. 

Curve A (broken line) represents actual data, or the annual rise or 
fall in priee. 

Curve B (full line) has been obtained by means of 10 year-moving 
averages (centred). 

RT [y — 145'4+26x) shows the rising trend from 1861 to 1921. 

FT (j/=b209‘6 — 10‘5x) shows the falling trend from 1922 to 1940. 
See Table VIII. I. 
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curve B smooths out the irregularities of curve A by means 
of 10 year-moving averages (centred). The straight line RT 
shows the rising trend of wheat prices during 61 years from 
1861 to 1921, and the straight line FT brings out the falling 
trend during 19 years, from 1922 to 1940. 

The actual prices show a cyclical movement and a trend. 
By means of simple statistical devices we can separate the 
trend from the cycle. 

Table VIII. 1. 

Retail Price of Wheat in India, Index No*. 1S73 = 100. 


Year 

i 

Index No. 

1 

10-ye ar 
moving 
average 

Deviation 

from 

moving i 
average 

?A (1) 

1861 

86 

- 1 

i 

674 

1862 

73 

— 


70 0 

1863 

80 

- 


72*6 

1864 

102 

— 1 


752 

1865 

115 

— 


778 

1866 

129 

107 

h 22 

804 

1867 

101 

108 

- 7 

830 

1808 

96 

111 

—15 

856 

1800 

118 

111 

+ 37 

88'2 

1870 

136 

109 

1 -7 1 

90 8 

1871 

90 

105 

-15 

934 

1872 

98 

102 

- 4 

960 

1873 1 

1 100 

105 

- 5 , 

986 

1874 

1 94 

108 

-14 

101‘2 

1875 

1 81 

108 

-27 

103-8 

1876 

78 

107 

-29 

1061 

1877 

102 

107 

— 5 

109-0 

1878 

147 

108 

+39 

111-6 

1870 

158 

108 

+ 50 

1142 

1880 

118 

108 

+ 10 

1108 

1881 

96 

110 

-11 

1194 

1882 

101 

112 

-11 

1220 

1883 

103 

112 

- 9 

124 6 

1884 

1 91 

108 

-17 

1272 

1885 

80 

106 

-17 

129-8 

1886 

103 

108 

— 5 

1324 

1887 

121 

113 

+ 8 

1356 

1888 

123 

117 

+ 6 

137 6 

1889 

118 

118 

0 

1402 

1890 

117 

120 

- 3 

142*8 

1891 

187 

124 

+10 

145*4 

1802 

151 

131 

+-20 

148’0 

1893 

127 

136 

- 9 i 

1500 

1894 

105 

138 

-33 

153*2 

1895 

116 

142 

-26 

155*8 

1806 

153 

147 

+ 6 

1584 
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i 

1 

10-year 

moving 

average 

Deviation 



1 

year 

Index No. 1 

I 

form 1 

moving 1 
average 

y c (i) 

, * (2) 

1897 

206 ' 

147 

+59 “ 

iaro 


1898 

143 

147 

- 4 

1636 


1899 

140 

148 

- 8 

lflfl‘2 


1900 

170 

150 

26 

108‘8 


1901 

100 

152 

+ 8 

171’4 


1902 

142 

150 

- 8 

174 0 


1003 

129 

152 

— 23 

176 6 


1904 

123 

159 

-36 

1702 


1905 

142 

162 

-20 

1818 


1906 

155 

161 

- 6 

1814 


1907 

168 

163 

+ 3 I 

187 0 


1908 

226 

160 

+ GO 1 

189 6 


1909 

203 

173 

+ 30 

1922 


1010 

170 

181 

-11 

1948 


1911 

153 

187 

-34 

1974 


1912 

170 

191 

-21 

200 0 


1913 

177 

195 

-18 

2026 


1914 

200 

204 

- 1 

205*2 


1915 

227 

218 

+ 9 

207’8 


1916 

293 

235 

-42 

210-4 


1917 

205 

253 

- 18 

213 0 


1918 

270 

269 

+ 1 

215 6 


1919 

341 

280 

+ 61 

218 2 


1920 

310 

286 

+ i24 

220 8 


1921 

1 360 

293 

+ 67 

223-4 


1922 

315 

301 

+ 35 


3011 

1923 

356 

304 

+ 52 


293’0 

1924 

246 | 

299 

-53 


283-1 

1925 

294 1 

289 

t 5 


272 0 

1926 

281 

271 

+ 10 


262 1 

1927 

267 

251 

+ 16 


251-8 

1928 

264 

232 

+ 32 


2411 

1929 

262 

217 

+ 45 


230*6 

1930 

177 

203 

-26 


220* 1 

1931 

1 126 

189 

-63 


209 0 

1932 

150 

179 

-29 


199*1 

1933 

151 

169 

-18 


188*6 

1934 

135 

157 

-22 


178*1 

1935 

141 

132 

-11 


167*6 

1936 

152 




i 157*1 

1937 

187 




146*0 

1938 

148 


i 


1 1361 

1939 

153 




125 6 

1940 

178 




‘ 151-1 


Source : Index Numbers of Indian Prices published by the 
Commercial Intelligence Department and Slat, Abstract for British 
India . 
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Moving Averages 

Periods of higher prices do not occur at regular intervals, but ten- 
year moving averages give a fairly satisfactory result They are 
calculated as shown below - 


Year 

Index Nos. 

1861 

86 

1862 

73 

1863 

80 

1804 

102 

1865 

115 

1866 

129 

1867 

101 

1868 

96 

1869 

148 

1870 

130 

1871 

90 

1872 

08 


Moving Average 


107 

108 


Sum of index numbers from 1861-1870=-1066. 
„ „ ,, „ „ 1862-1871 =1070 

„ „ „ „ Bl 1863-1872=1095 


Av. = 108-6 
„ =1070 
„ =109-5. 


These are three ten-year moving averages. Since the number 
years (ten) is even, the first average can be set 
down only between the years 1865 and 1866, the second between the 
years I860 and 1867, and the third between 1867 and 1868. To 
avoid placing the average between two years, we centre the ten-year 
moving averages by means of two-year moving averages. 

106-6+107‘Q 213 6 
2 2 * 


107 0 i-109 5 
2 


216.5 

2 


= 108-25, and so on. 


The first centred average can now be written against the year 
1866, the second against the year 1867 and so on. 

The moving averages have eliminated the seasonal fluctuations and 
revealed the trend. 


Removing the trend 

The seasonal fluctuations with the trend removed are shown in 
Fig. 27 (p. 177) The curve has been plotted from deviations, plus and 
minus , of the price indices from the moving average. 

The straight line rising and falling trends. 

The reader already knows the equation of a straight line. The 
equation to the straight line R T (1861-1921) is 

y = 145-4+2-6 r(* = 0 for 1891),. 

The equation to the straight line FT (1922-1940) is 
y = 209 6-10 5 x(*=0 for 1031). 
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It is clearly seen that prices had a rising trend from 1861 to 1921 
and a steeply falling trend from 1922 to 1940. This is true not merely 
of the price of wheat but of general prices. 



Fig. 27. 

Showing * he seasonal fluctuations in the retail price of wheat, 
with the trend removed. The curve shows deviations of price 
indices, plus or minus, from the ten-year moving average (centred). 
See Table VITI. 1. 

3. Prices, 1905—1914. 

After 1905 the prices of food grains and almost all other 
articles rose almost continuously till 1914. 

Attention was called to the rise of prices in India by an 
anonymous writer in the Economic Journal (London) for 
March, 1907. He attempted to show that the rise of prices 
was due to the inelasticity of the Indian currency system : 

“The conclusion therefore cannot be resisted that the floods 
of rupees entering the country in the busy season must, finding 
no employment thereafter, choke the circulation in the dull 
season and raise prices, whilst each succeeding year the 
demand grows like a snowball falling down a slope.” 

In the Budget debate of March, 1908, Mr- Gokhale drew 
attention to the rise of prices which he attributed to the heavy 
coinage of rupees by the Government of India, and pressed 
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for the appointment of a committee to consider the whole 
question of the rise of prices. Writing in the Journal of the 
Royal Statistical Society for September, 1909, Mr. Fred. 
J. Atkinson, sometime Accountant-General of the United 
Provinces, reached the same conclusion, that the question of 
a redundant currency was mixed up with the currency system 
of India and that the redundancy was due to the fact that 
the currency was not automatic. 

The Government of India appointed a Committtee for the 
investigation of the problem in 1910. The Committee sub¬ 
mitted its report in 1914. 

The Committee recognised that “up to 1905 the fluctua¬ 
tions in the prices of food grains and pulses depended largely 
on the agricultural conditions in India." Hut a sharp and 
rapid rise of prices began in 1905 which was not always 
wholly due to unfavourable agricultural conditions. “Taking 
India as a whole the agricultural conditions were not seriously 
adverse either in 1905 or in 1906. Still these years appeared 
to have ushered in a new period in the history of Indian price 
levels, the predominant characteristic of which was the ex¬ 
istence of famine prices without famine.” 

The Committee compared the rise of prices in India with 
that in the leading countries of the world and found that the 
rise was greatest in India. This is shown by the following 
statement :— 

The Rise in W holesale Gold Prices in India and 
Other Countries in the Quinquennium 1907-11 . 


Country 

Compared 

Compared 

with 

with 


1890—94 

1894-98 

India 

40 

40 

Belgium 

25 

20 

Germany 

24 

38 

United States ... 

20 

38 

Canada 

19 

31 

Italy 

14 

24 

Australia 

13 

20 

France 

12 

26 

United Kingdom 

9 

21 

New Zealand ... 

1 

9 
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In view of the greater rise of prices in India the Committee 
considered it necessary to examine at length the probable 
causes of the rise of prices peculiar to India. The general 
causes of the rise of prices throughout the world were : a 
shortage in the supply of, or an increase in the demand for 
staple commodities in the world’s markets : the increased 
gold supply from the world’s mines ; the development of 
credit ; and destructive wars and the growth of armaments. 

Mr. K L. Datta (who wrote the Trices Report) regarded 
comparative shortage of supply as one of the important causes 
of the rise of prices. The Government of India, however, did 
not accept this view. They pointed out, in the first place, that 
the commercial crops urcupii d a verv small proportion of the 
total area under cultivation, and that in the country as a 
whole there was no substitution of non food crops for food 
crops. Secondly, they did not regard Mr. Daita’s estimates 
of out-turn as reliable. The area under cultivation expanded 
more rapidly than the population, except during the quinquen¬ 
nium 1895-99 to 18^9-1900, while between the growth of 
population and the extension of food cultivation there was “an 
almost precise parallelism.” 

4. Credit and Prices. 

The Government of India agreed with Mr. Datta that the 
rise of prices during 189— 1912 was not the effect, but the 
cause of ineieasc in the circulation of rupees, and that the 
extended use of credit had “an important effect on prices.” 
They, however, seemed to attach more importance to world 
factors than to this or anv other cause peculiar to India. 
From 1S90 to 1905 “Trices rose or fell in the main in accor¬ 
dance with changes in the agricultural conditions from year to 
year/’ The causes of rise of prices since 1905, “must be 
sought for in a different and independent group of circum¬ 
stances.” 

To this view, however, it may be objected that if our price 
level rose under the influence of the rising price levels of 
foreign countries it could not have risen more rapidly than 
the latter. The rise of prices in Germany and the United 
States, as Mr. Ditta said, could be partly accounted for by 
their protective tariffs and growth of industrial and commercial 
combination in these countries. But no such factors were at 
work in India 

As regards the effect of credit upon prices, boLh Mr. Datta 
and the Government were mistaken in their view* 
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Some evidence on the use of cheques in India was taken 
by the Chamberlain Commission. Mr. Henry Marshall 
Ross, a witness, was of opinion that the use of cheques 
could be advantageously extended even in the Presidency 
towns. “Jt is very poor at present," he said. He was asked 
whether the use of cheques was likely to curtail the circulation 
of currency notes and whether it was probable that cheques 
would be used at all throughout the country beyond the Pre¬ 
sidency towns. His reply was “not within any period I can 
look forward to myself. They will be confined to the Presi¬ 
dency towns’ business.” 

Important evidence in this connection was given by another 
European witness : 

Q. 4106. (Mr Keynes). Can you tell us in what class of tran¬ 
sactions you find it possible in your business to use cheques V — 
Speaking of iny own business I use cheques practically in every ease, 
no matter what the kind of payment, except for wages and salaries 
which I always pay in cash, 

4108 -If you are buying produce of an Indian trader, would you 
pay him by cheque ?—Very rarely. He probably wants either cur¬ 
rency notes or actual cash. 

4109— Then these cheques which you mention an* paid to English 
merchants ?—That is so largely. 

4110— And exeept when you are making payments to other English 
merchants you would not use cheque? much ? -No, broadly speaking, 
I should not. 

In a memorandum submitted by the same witness to the Commis¬ 
sion, he had referred to the possibility (if the use of cheques being 
gradually increased throughout the country. The Commission asked 
him whether he thought that would be a speedy process. The wit 
ness said “No ” What he had in his mirul more particul irly was the 
European community using cheques more - “ .. the native does not 
to any great extent use cheques for large amounts,” lie added. 

Q. 4072. And it is not likely that he will ? “I do not think so 
for long time to come.” 

The Prices Committee did not seriously examine the charge 
of inelasticity brought against tbe gold exchange system. 

So far as the addition of rupees to the circulation is concer¬ 
ned, the only difference between the gold exchange system 
and the system which existed before 1893 according to Mr. 
Datta was that while in the one case rupees were issued 
in exchange for the imported gold and Council bills, in the 
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other case they could be obtained directly by the minting of 
bullion at the option of its owner 

In a monetary system with an open mint the currency 
decreases automatically when the rise of prices causes imports 
to increase and renders the export of gold or silver necessary 
Ihe circulation is thus reduced aid prices fall. Under a gold 
exchange system an ad\erse balance cf trade cannot be 
adjusted by the exportation of the token coins. The tokens 
must be converted into gold (or bills payable in gold) for that 
purpose. The Go\ernment of India did so when it became 
necessary. Ihis was the outlet provided for the excess 
currency. 

\\ hat the Puces Committee forgot was that before the 
rupee became a token coin (that is, before 189:0 hoarding and 
melting, apart from export, accounted for about 45 to 50 per 
cent of the coinage 

When the rupee became a token com, the melting of 
lupees (ca'-td altogether, while for purposes of hoaiding gold 
was preferred It cannot be doubted that the hoarding and 
melting oi rupees befoie 1 893 prevented prices trom 
rising loo lapidly by leducing the vclumt of the currency, 
and that the change in the chaiactei of the rupee, lrom a 
full \alue coin to a token coin, by discouraging hoarding and 
making it unprofitable to melt rupees contributed in ^ome 
incasuie i ) the inflation of the rupee curieiicv. It really 
proves noLinng to say, as Mr Datt.i does, that the average 
annual coinage during the eighteen years that have elapsed 
since the closing oi the mints has been murh le^s than in the 
corresj ending period pieceding that date.’ Ihe averages 
are 751 lakhs for the penod 1874-75 to 1893 9-1, and 566 
lakh'- for the period 1893 94 to 1911-12. In the decade 
following the closing of the mints the a\erage net coinage 
was small, due to a deliberate restriction of the coinage to 
foice up exchange. The net coinage of silver was very 
heavy m the period 1899 UU to 1907-08, amounting to a total 
of 100'24 crores for 9 years, or over 11 crores annually on an 
average- During 19 years, from 1H7 4 75 to 1892-93, the 
total net coinage of silver amounted to 137 88 crores, which 
gives an annual average of 1\ crores I he use of prices 
became very marked, as we have seen, after 1905. Now in 
the tnenmum 19 )>0o to 190/ 08, the total net coinage of 
silver amounted to 55 9b crores, a figure which has not been 
exceeded by the total net coinage in any period of five years 
before the closing of the mints* 
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The Prices Committee’s index numbers showed that bet¬ 
ween 1890 and 1910 the demand for currency increased much 
more rapidly than the supply of currency (rupees and notesj. 
The Committee under-estimated the monetary circulation and 
over-estimated the growth of business. The defence ot the 
gold exchange system by the Prices Committee is of little 
interest now, after the condemnation of that system by the 
Hilton Young Commission of 1925. 

5. Rise of Prices, 1914—1920, 

The rise of prices before the war had one satisfactory feature 
—the prices of exported ai tides rose more rapidly than those 
of imported articles. The outbreak of war made no change in 
this respect, but as the war proceeded, the shortage of 
imports, due to the preoccupation ot Western countries with 
the war and the scarcity of shipping, began to make its 
influence felt. For the first time alter 39 years the index 
number of imported articles rose above that oi exported 
articles in 191b (23b and lbi respectively). 

The addition to the monetary circulation in five years from 
1914-15 to 1 91 tS l l t was about 39 croits annually (rupees 22 
crores and notes about 17 crores>. The addition to the 
circulation in 1919 20 was more than 40 crore^. The budget 
deficit in 1919-20 exceeded 23 ciores ; practically the whole 
of the delicit was due to the Afghan War. The deficit was 
met by the lt-sue of fiduciary currency against the Govern¬ 
ment’s own securities. 

In India, as in European countries, prices were highest in 
3 920, but Indian prices rose to a smaller extent than European 
prices. The causes which raised prices in Europe were also 
working in India but in a much attenuated form. 

6. Fall of Prices, 1920-29. 

The Calcutta series of index numbers (July 1914=100) 
shows a rise of general prices to J(J2 n: 1920 and a steady 
fall thereafter to HI in 19-9. The fall was due to a deli¬ 
berate policy of deflation, or currency contraction. Prices 
of war years were inflated prices. 

As regards the effects of the rise of prices, the Government 
of India in a Memorandum submitted to the IJabington Smith 
Currency Committee (1919) said ; “There is no longer any 
room for doubt that the resultant increase in the expense of 
living due to the high prices of foodgrains, also of other 
accessories such as cloth and kerosene oil, and the hardship 
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which the increase has entailed on the poorer classes and 
those with fixed incomes, has been a very important factor in 
promoting unrest and discontent.” 

7. The Great Depression. 

The following statement shows the movement of wholesale 
prices from 1040 in India and three other countries 

Table VIII. 2 



Calcutta 

1914=100 

United 

K ingdom 
1930=100 

U.S.A, 
1926 = 100 

Japan 
1900 = 100 

1929 

141 

_ 

95 

220 

1930 

1 lb 

100 

80 

181 

1931 

96 

88 

73 

153 

1932 

91 

8b 

65 

161 

1933 

87 

8b 

00 

180 

1934 

8 'i 

8b 

75 

178 

1935 

91 

89 

80 

186 

1930 

91 

94 

81 

198 

1937 

10 J 

109 

86 

238 

1938 

95 

101 

79 

251 

1939 

108 

103 

77 

278 

1940 

120 

137 

79 

311 


The fall of prn.es was universal. General prices in India 
fell to 87 in 1933, and though there was a marked recovery 
in 1937. 

The ‘Great Depression’, rightly so-called, was of great 
intensity and of extiaordinary persistence. It caused a heavy 
contraction of world trade. It was ruinous for agricultural 
countries particularly, as the fall of prices was heavier in the 
case of primary products than manufactured goods. The 
terms of trade moved against India. 

8. Effect on India's Balance of Trade. 

In the year 192^-29 exports of Indian merchandise were 
valued at lvs. 330 crores, re exports of foreign merchandise 
at about 8 crores, and imports of foreign merchandise at 251 
crores. The balance of trade was in our favour to the extent 
of over 86 crores. 
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Oct. 

FiR 28(o) 

Showing the contracting spiral of India's Exports, from April 1929 
to the end of March 1931. The value of exports of Indian merchandise 
fell from 27} erores in April 1929 to 15} ciores in March 1931. 

In the year 1932-33 the value of exports of Indian mer¬ 
chandise was equal to that ot impoits ot foreign merchandise 
(132 erores). The amount of our favourable balance in that 
year (Rs. 3 erores) was due to re-exports of foreign 
merchandise- 

These figures mean that the balance of payments turned 
against India. But for gold exports, as we have seen, the 
18d. rate could not have been maintained. 

There was recovery, not unmarked by setbacks, in the 
following years. Excluding Burma, the excess of exports 
over imports amounted to about I4i erores m 1938-39. (See 
Fig. 29, page 185.) 
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Fig 28 (&) 

Showing the contiacting spiial of India's Imports from April 1929 
to the end of March, 19:51. The value of inipoits fell from about 24J 
erores in Apiil 1929 to 111 croies in Maxell, 19:11. 


Balance of 
Trade 




Fig. 29. 
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Showing exports, imports and balanee of trade in merchandise 
from 1025-26 to 1036-87, Net exports of merchandise are shown 
below : 


Year 

Crores Rs. 

Year 

Crores Rs. 

1925-26 

1,51 

1931-32 

81 

1926-27 

70 

1932-33 

1 

1927-28 

69 

1933-34. 

34 

1928-29 

76 

1934-35 

21 

1929-30 

69 

1935-36 

28 

1930-31 

53 

1936-37 

75 


9. Causes of the Great Depression. 

The crises was clue to the action of both monetary and 
non-monetary causes. Of these perhaps the latter deserve 
more emphasis. 

There h a good deal of evidence to show that world pro¬ 
duction of important crops such as wheat, cotton and sugar¬ 
cane was expanding more rapidly than the world demand. 
Over-production, both in the case of primary products as 
well as manufactured goods was due to scientific progress. 
The Great War gave a great stimulus to the industrial 
development of less advanced countries, which restricted the 
markets for products of the leading industrial countries. In 
countries of Central Europe, as also in France and Italy, 
hsavy agricultural protection, which was adopted partly for 
reasons of economic self-sufficiency and partly to protect the 
currency and the foreign exchanges, reduced imports from 
agricultural countries. 

Among monetary causes attention may be drawn to the sta¬ 
bilisation of currencies in post-war years at a level (as in the 
case of the United Kingdom) higher than the. internal pur¬ 
chasing power of money ; gold hoarding by France and the 
United Stales ; and irregular lending by the United Kingdom 
and the United States, the two chief creditor countries. When 
agricultural prices fall, making it difficult for agricultural 
countries to pay interest and repay loans, the foreign investors 
become unwilling to lend further- Under such conditions 
foreign capital invested in a country becomes ‘home-sick* 
(Heimweli des Kapitals). 

Even before the abandonment of the gold standard by the 
United Kingdom several countries (including Australia) had 
already suspended the gold stardard officially, and several 
others (including New Zealand) had allowed their currencies 
to depreciate in relation to gold. More than half the world 
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left the gold standard with England. Devaluation in the 
United States came early in 1934-, and later in the countries 
of the ‘Gold Block!* 

10 Causes of Recovery. 

The year 1937 definitely showed signs of improvement in 
world trade and production- Recovery Iroin the crisis was 
due to the combined action of a number of factors. 

‘The most immediate practical by-product’ ot the world 
Economic Conference of 1^35 was the determination to restrict 
the supply of primary products. Special attention was given 
to rubber, wheat and tin, but other products were not ignored. 
“By 1935 international restrictive schemes were actually or 
nominally in force for wheat, nitrates, rubber, sugar, tea, tin, 
copper, diamonds, potash ; and there were national restrictive 
schemes for a number of other products including oils, cotton 
and ceieal gmins in the United States, collec in Brazil and 
jute in British India. 1 ’* In addition national schemes were 
evolved for the combined regulation of imports and internal 
production in many countries ; there also arose national and 
international cartels for regulating the output, sales and prices 
of manufactured commodities, c.g , the European SLeel Cartel. 
Only a very tew primary commodities tscaped regulation, the 
chief exceptions being wool, limber and lead. 

A second factor in recovery was currency depreciation. 
“The fall of their currencies against gold, and in some cases 
against sterling, helped the Dominions in several direct and 
indirect ways.”! Devaluation in 1'ranee, Belgium, Holland, 
Switzerland and Italy materially assisLed recovery in these 
countries. 

Thirdly, re-armament, or preparation for war, created a vast 
demand for basic materials and finished products of many 
kinds. It has been estimated that 60 per cent of industry is 
affected by armament expenditures- 

Rearmament reduced unemployment, and increased the pur¬ 
chasing power of the working classes in Western countries. 

Lastly national recovery in particular cases was helped by 
the new methods of international trading, that is, trade agree¬ 
ments, monetary and quantitative restrictions applied to 
international buying and selling, bilateral trade and clearing 
systems. 

* Slump and Recovery, by Hudson (Oxford University Press) p. 230. 

t Hudson , loc-cit , p. 175. 
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The evidence of industrial recovery in India is furnished by 
the chain-index of profits of all industries. The worst year 
was 1932 (chain index 27*8, base 1928= 100). In 1936 the 
index figure had risen to 69'2. The years 1930-1939 saw an 
appreciable expansion of India’s industrial output under the 
stimulus of protection. 

Agricultural recovery was less marked. In an agricultural 
country the growth of industries may be assisted by ihe tariff, 
but no means exist of compelling foreign purchasers of primary 
products to purchase more and at higher prices- Agricultural 
prices, before the outbreak of the war, were unremunerative 
in the case of important crops like wheat, cotton and jute. 

The heavy fall of agricultural prices during the Great 
Depression not only made cultivation over large parts of the 
country unremunerative, but about doubled the burden of rural 
debts, and of Government dues. It is literally true that in 
the Punjab and also in other provinces, the smaller land 
holders paid Government dues (land revenue and water-rates) 
by selling the ornaments of their wives and children. 

How was agricultural distress relieved ? 

Generally speaking land revenue remissions were inade¬ 
quate. As a matter of principle the water-rates are not varied 
accouling to changes in prices. These are the two main 
sources of provincial income, and a heavy fall undei these 
heads would make it impossible for provincial administration 
to be carried on. 

Provincial governments had little money to spend on farm 
relief. The chief target of attack was the money-lender. 

11. Farm Relief in Other Countries. 

Agricultural distress during the Great Depression was univer¬ 
sal. Everywhere agricultural operations are carried on with 
borrowed money ; in India the cultivator for the most part, 
is financed by the private money-lender, and in Western 
countries by banks or other institutions. 

A study of farm relief in different countries was made by 
Sig. G, Costanzo in the pages of the International Review of 
Agriculture , Rome (issues for January, February, March and 
April, 1937). 

He divides the States into 3 Groups : (1) States that took 

radical measures aiming directly at relieving the farmers from 
the burden of their debts. (2) States that directly intervened 
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in the matter, but endeavoured to assist debtors without affec¬ 
ting the interests of creditors, and (3) States that helped the 
debtors mainly by indirect means, 'or by a general policy of 
strengthening and protecting agricultural economy, but without 
violating the principle of respect for obligations incurred.’ 

'It is needless to say,’ says Sig. Costanzo, ‘that the plans for 
the adjustment of debts have invoWed the Governments in 
imancial operations often on a large scale' (p 12E). 

This is in marked contrast to our own policy. 

Sig. Costanzo did not fail to note that the radical measures, 
adopted in certain countries (compulsory reduction of the rate 
of interest and of the capital sums due and application of a 
moratorium) ‘usually had results contrary to what was hoped 
from them, that is, contraction of credit. Violent disputes also 
broke out between debtors and creditors which made it neces¬ 
sary for public authorities to adopt ‘new measures in order to 
calm the people’ ( p . I2E). 

His study led him to the conclusion that the results of 
drastic public interference in debtor and creditor relations were 
‘regrettable’, and that a wiser course is to adopt measures ‘that 
respect contractual obligations and protect the distressed deb¬ 
tors without too greatly sacrificing the creditors, «~uch as the 
repayment of the debt by instalments over a series of years, 
contribution by the State towards the payment of interest 
etc.’ ( p . 12-3 E). He also considered it essential \o go to the 
root of the evil,’ that is to raise agricultural pi ices to a 
remunerative level. 

The following is a summary of measures of farm relief in 
different countries : 

1. Reduction in capital debts (Bulgaria, Rumania, Yugo¬ 
slavia, Brazil). 

2. Reduction in interest (Germany, Italy, Switzerland and 
other countries). 

3. Postponement of debts (Poland and many countries). 

4. Conversion of short term into long term debts (Italy, 
Estonia and other countries). 

5. Payment by instalments spread over a long term of 
years (many countries). 

6. Protection against distraint (Germany and other 
countries). 

7. State assistance in the from of loans (Italy, Danmark, 
Sweden, Latvia, South Africa, Australia, United states). 
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The Union of South Africa spent £33,000,000, on farm 
relief, which included the writing off loans due by farmers 
to Co-operative Credit societies. The Government of the 
United States spent much more- The Federal Land Bank in 
the United States issued farm loan bonds for the purpose of 
making new loans, fur purchasing mortgages, or for exchang¬ 
ing bonds for mortgages- Considerable sums of money were 
further provided by the State for re-financing any indebtedness 
of the farmer, for enabling him to redeem farm property, and 
other purposes. 

In India the Bhavnagar State set an example which British 
India might have followed. The State lent money at 4% to 
the cultivators to enable them to pay off the debts settled by 
Conciliation Boards. 

The Central Banking Enquiry Committee had suggested 
the following scheme for dealing with indebtedness : 

1. Debt reduction on a voluntary basis, the reduced 
amount to be paid in ca^h in a lump sum or by equated pay¬ 
ments spread over a number of years- 

1. Co-operative credit societies to be utilized as the agency 
for the payment to the lender of the settled debt. 

3. The outstanding part of the settled debt to be treated as 
a deposit by the lender with the co-operative society, which 
will be paid to him in settled annual instalments. 

4. Government to assist Co-operative Societies with neces¬ 
sary funds for payment of the settled amount in cash. 

5. In cases where a s jciety is subjected to loss on account 
of the failure of the borrower to pay his instalments, the 
Government should coine to the assistance of the society. 

The scheme threw a measure of burden of farm relief on the 
co operative movement and the Governme it, It was ignored- 

12. Agrarian Legislation, Punjab. 

The Agrarian legislation of the Punjab Government com¬ 
prised the following measures : 

(l) Regulation of Accounts Act, 1930. Under this Act it is 
the duty of the creditor to record and maintain regularly in 
the manner prescribed by Government a separate account for 
each and every debtor and to furnish a legible statement of 
accounts at the end of every six months to each and every 
debtor. If he fails to do so in regard to a loan, even if his 
claim is established in whole or in part, the court shall dis¬ 
allow the whole or portion of the interest found due, as might 
seem reasonable, and further disallow costs* 
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(2) The Relief of Indebtedness Act , 1934 . It consists of 
6 parts : 

Part I defines a loan- A loan may be in money or in kind- 

Part II simplifies insolvency procedure. A person who 
only owes Rs. 250 can apply to be adjudicated insolvent. 
The limit for Summary Administration of the estates 
of insolvents has been raised from Rs. 500 to Rs* 2,000, that 
is. estates of the value of Rs. 2,000 can be summarily admi¬ 
nistered. In summary administration it is not necessary to 
appoint a receiver or to publish certain notices. 

Part III is concerned with usurious loan^. The court 
shall deem interest to be excessive if, on secured loans, it 
exceeds 12 per cent per annum simple interest, or 9 per cent 
compound interest, and if, on unsecured loans, it exceeds 183 
per cent simple interest or 14 per cent compound interest. 

Part IV makes provision for the setting up of Debt Con¬ 
ciliation Boards. 

A Debt Conciliation Board consists of a chairman and two 
or more members to be appointed by the local Government, 
for a term not exceeding 3 years- 

An application for debt settlement may be made to such 
Board by a debtor or any of his creditors. When a debtor has 
applied for settlement, the Board calls upon every creditor of 
the debtor to submit a statement of debts owed by the debtor. 
Every debt of which a statement is not submitte 1 to the 
Board is deemed for all purposes and all occasions to have 
been duly discharged. 

The creditor is bound to furnish all necessary information 
to the Board supported by documents, regarding his claim. 
The debtor is called upon to explain his case, and finally the 
Board uses “ its best endeavours to induce them to arrive 
at an amicable settlement.’* 

If the debtor and all or any of the creditors come to an. 
amicable settlement, the Board reduces the settlement 
to writing. The agreement is then registered and takes effect 
as if it were a decree of a civil court. 

If no amicable settlement is arrived at, the Board dismisses 
the application. 

If a creditor refuses to accept what the Board consider a 
fair offer on the part of the debtor, the Board may grant the 
debtor a certificate in respect of the debts owed by him to 
such creditor. The advantage of this certificate to the debtor 
is that if the creditor sued him for the recovery of the debt, 
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the court shall not allow the plaintiff (creditor) any 
costs in such suit, nor interest on the debt after the date of 
registration at more than h per cent per annum simple interest. 

The ancient principle of Damdupat has been applied in 
Part V to agricultural debts. In any suit brought against an 
agriculturist for the recovery of a loan taken after the com¬ 
mencement of the Indebtedness Act, no court shall pass a 
decree for a larger sum than twice the amount of the sum 
taken as principal. Loins made by a bank to an agriculturist 
are not subject to this provision. 

Finally in Part VI it has been provided that an agricul¬ 
turist debtor may, at any time, deposit in court a sum of 
money in full or part payment of his debt for payment to his 
creditor. From the date of deposit interest shall cease to run 
on the sum so deposited. 

(3) Debtoi s' Protection Act , 1936. Under this Act civil 
courts can order that the land of a judgment debtor be attach¬ 
ed and temporarily alienated and then transfer the execution 
proceedings to the Collector of the district. The Collector 
(Deputy Commissioner) is to determine how much of the land 
of the judgment debtor is to be attached and alienated and 
for what period, not exceeding 20 years. 

(4) Amendment II to the Alienation of Land Act t 1900 
declares benami transactions invalid. When a sale, mortgage 
or lease purports to be made by a member of an agricultural 
tribe, or of a tribe in the same gtoup, but the effect of the 
transaction is to pass the beneficial intersect to a person who 
is not a member of the Mine tribe or of a tribe in the same 
group, the transfer shall be void for all purposes, and the 
alienor shall be entitled to possession of the land so alienated 
notwithstanding the fact that he may have himself intended 
to evade the provisions of the Act. 

The statement of objects and reasons explains that the 
object of the amendment is to prevent fraudulent transactions 
and to secure that benami transfers intended to evade the 
provisions of the Act of 1900 can be reversed in all cases. 
Ihe person dispossessed can claim compensation for improve¬ 
ments, but not exceeding the value of the original transaction. 

(5) Amendment III to the Alienation of Land Act is 
concerned with zamindar money-lenders. Its object is to pre¬ 
vent the acquisition of the land of the debtor by the zamindar 
creditor in satisfaction of his claim. The restrictions imposed 
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on the agriculturist creditor have also been imposed on all 
males who can trace their descent from the creditor’s grand¬ 
father and their wives ; similarly, the restrictions imposed on 
the debtor have also been imposed on all males who can 
trace their descent from the debtor’s grand-father, and their 
wives. The creditor cannot buy the land of the debtor until 
three years after the payment of the debt in full. 

Under the Registration of Money-Lenders’ Act all money¬ 
lenders will have to get themselves registered and to hold a 
licence on the payment of the tees that may be fixed. Failing 
to do so no court shall entertain any suit by a money-lender 
for the recovery of a loan or application for the execution of 
any decree relating to a loan. 

A licence may be cancelled by a Collector for a specified 
period for mal-practices. 

Except when specially permitted to do so by the Collector, 
no Court can entertain a suit for the recovery of a loan, or.an 
application for the execution of a decree by a money-lender 
during the period for which his licence has been cancelled. 

Another measure extinguished mortgages effected before 
the commencement of the Punj ib Alienation of Land Act, 
1900. Compensation may be paid under certain conditions, 
but not as a rule. 

In the Punjab Agrarian legislation had an undeniable 
communal bias. The working peasant needed protection not 
only against the rapacious money-lender hut also against the 
not less rapacious non working landlord. No action was 
taken in the Punjab Lo regulate t .ash or batai rents. Not only 
that. When it was printed out that the restiiction of credit, 
resulting from the Agrarian Acts would tend to hasten the 
process of swallowing up ol the smaller by the bigger (non¬ 
working) agriculturists, the then Premier made the following 
astounding statement in the Punjab Assembly : 

“Some members were labouring under the misapprehension 
that big zamindars were eating up small zamindars in the 
Punjab. This was far from correct, The Government had 
collected statistics from Jhang, Shahpur and Multan, three 
districts where there were the biggest zamindars. It had 
been found that owing to their extravagant or western style 
of life big zamindars were gradully selling their lands to small 
zamindars. Thus in this instance at least the old saying 
that big fish eat small fish had been reversed (laughter and 
applause).” 
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The Punjab Government have so far failed to publish any 
statistics showing that in the three districts mentioned, or in 
the Punjab as a whole, small fish are eating up big fish, 
These statistics simply do not exist. 

13. Other Provinces. 

As in the Punjab, measures were enacted in the other pro¬ 
vinces to protect the agriculturist against the money-lender, 
Madras legislation being particularly drastic. But the non¬ 
working landlord was not forgotten. The most important 
measures in Bihar are those relating to the reform of tenancy. 
There were five such measures reducing rents, facilitating 
transfers of lands, suppressing illegal exactions by landlords, 
and restoring land sold for arrears of rent. In the United Pro¬ 
vinces tenancy legislation contained provisions regarding Sir 
(home farm) ; devaluation, transfer, extinction, merger and 
exchange of tenancies ; determination and modification of rents; 
payments and recovery of rent ; distraint ; ejectment ; arrears 
of revenue and numerous other matters. The proposal to 
reduce the home-farm of bigger landlords, in which tenants 
cannot acquire hereditary rights, aroused the bitterest opposi¬ 
tion on the part of landlords. 

Bombay enacted a Small-Holders’ Relief Act (1938) ; and 
it was also proposed to create a class ot protected tenants 
with controlled rents. 

Tenancy legislation is long over-due in the Punjab. Most 
tenants in the Punjab are tenants-at-will, and the tenant class 
is growing. At present about half of the total cultivated area 
of the Punjab is cultivated by tenants-at-will. This percent¬ 
age was 40 in 1892-93. And as an exploiter, pure and simple, 
the Punjab landlord is probably without an equal. Mr. Calvert 
contrasts British and Punjabee landlords, to the disadvantage 
of the latter. But non-working landlords at present govern 
the Punjab, and they cannot reasonably be expected to cut 
their own throats. 



CHAPTER IX 


CURRENCY AND EXCHANGK 

1. The Act of 1835. 

The rupee was e c tablished as a standard coin throughout the 
territories belonging to the East India Company in 1 835 Before 
that date a great variety of gold and silvei coins circulated in 
different parts of the country, silver rupees being used chiefly 
as stand ird money, whiD the v line of gold coins depended 
upon the market price of gold. The circulation of several 
denominations of coins m th^ cmntry evused great inconveni¬ 
ence to the trading community and to the Government, and we 
find the Court of Directors, in their Despatch dated 25th 
April, 1806, approving the recommendations of their officers 
in India “foi the adoption of one general system for the for¬ 
mation of the coins for the currency of the whole of our 
possessions on the continent of \sia, ’ for they were “fully 
satisfied the evils complained of can orly be removed by the 
introduction of a gold an 1 silver coinage of one weight and 
fineness, such coin to become the universal measure of value 
for British India.” 1 

No less than 27 varieties of rupees were current in Bengal, and in 
the Punjab. Before the time of It in jit Singh, currency conditions were 
not less chaotic. Il.tnpt Singh closed all the mints except those at 
Lahore and Amritsar, where the Nanakshahi rupee was first coined. 
The Nanakshahis were ‘the national currency” of the Puujab. They 
were divided into three setie> called the poiane , coined from 1790 to 
1811 ; the chut me, coined from 1811 to 1821 : and the chilte coined, 
after 1821. The porane circulated at a discount with the chulme 
and the chulme at a discount with the chilte. All three 
were at u discount with the Company's rupee, in spite of their 
greater intrinsic value. The artilieial value given to the Company's 
rupee over the poran* and the chulme was due to the fact that 
neither of those coins was received at the British treasuries. 2 

About the same time 15 coins, in addition to the Company's rupee, 
were current in Hajputana, and they were “as much a marketable 
article as opium, cotton, or any other staple of commerce. ,J 

1 East Indian Currency , No. 127, para. 1. 

8 Papers Relating to (East Indin) Coinage . 1880 (No, 201), p. 24. 

'Ibid., p. 129. 
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The Act No. XVII of 1835 made the silver rupee of 180 
troy grains, eleven-twelfths fine, the standard throughout 
British Tndia. The weight and the fineness of the rupee have 
remained unaltered since 1835. 

2. The Position of Gold in the Currency. 

By section 9 of the Act of 1835 it was enacted that “no 
gold coin shall henceforward be a legal tender for payment in 
any of the territories of the East India Company.” The Court 
of Directors, however, in the Despatch of ISOh had stated 
that “it is not by any means our wish to introduce a silver 
currency to the exclusion of the gold, where the latter is the 
general measure of value, any more than to force a gold coin 
where silver is the general measure of value."* 

In para. 16 of the Despatch they clearly defined th'*ir 
attitude towards the use of gold as currency :— 

*'Although we are fully satisfied of the propriety of tlie silver 
rupee being the principal measure of value and the money of account, 
yet we are by no means desirous of cheeking the circulation of gold 
but of establishing a gold coin on a principle fitted for general use. 
This coin, in our opinion, should be called a gold rupee and be made 
of tlie same standard as the silver rupee, viz , 180 troy grains, gross 
weight, and 105 troy grains, fine gold, abo divided into halves and 
quarters, so that the coins of both gold and silver should be of the 
same denomination, weight and fineness.” 

In view of this pronouncement it is difficult to understand 
why the gold pieces coined under the \ct of 1835 were de¬ 
prived of the legal tender quality. By a proclamation issued 
in 18+1 officers in charge of public treasuries were authorised 
to receive the gold coins struck under the provis'ons of the Act 
of 1835 at their denominated value, until they should have 
passed a certain limit of lightness, when they were* to be taken 
as bullion only, by weight. It is also not clear whit was the 
precise object in requiring public treasuries to receive gold 
coins which were no longer legal tender. IL was certain that 
so long as the market price of gold exceeded the denominated 
price of the coin in silver, no gold would be brought to the 
Government, but if the market price of gold fell below the 
silver denomination of the coin, gold would accumulate in 
Government treasuries, and this gold could not be used by Go¬ 
vernment in making payments to the public as it was not legal 
tender. Such was actually the result of the proclamation of 
1841. In a letter to the Court of Directors, dated 2nd July, 


•Para. 22. 
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1852, the Government of India pointed out that there was 30 
lakhs of rupees worth of gold in Government treasuries which 
was of no use to them 

The Government of India proposed that the proclamation of 
1841 should be withdrawn, The Court of Directors agreed 
with the Government that it was important at once to check the 
receipt of gold into the Indian treasuries, but they pointed out 
that the proclamation of 1841 was not intended to bear the 
interpretation which the Government had given to it. By a 
notification issued in December, 185.?, it was declared that 
beginning with January, 1853, “no gold coin will be received 
on account of payments due, or in any way to be made, to the 
Government in any public treasury within the territories of the ' 
East India Company.” Gold, however, continued to be 
received into the mint for coinage under the Act of 1835. 

While the action taken by the Government tended to dis¬ 
courage the use of gold as currency, the fall in its price, con¬ 
sequent upon the discoveries of gold in Australia and Califor¬ 
nia, considerably increased the demand for gold. Memo¬ 
rials were submitted to Government by various Chambers of 
Commerce praying for the introduction of a gold currency. 
The more important proposals made with a view to encourage 
the use of gold as currency weie : (l) the introduction of the 

sovereign or some other gold coin which should circulate at 
its marked price from day to day measured in silver ; (2) the 

introduction of the English sovereign as legal tender for ten 
rupees, but limited in amount to 20 rupees ; (3) the change 

of the monetary standard from silver to gold, silver tokens to 
be u^ed as subordinate coins. These proposals were examined 
bv Mr. James W ilson (Finance Member) in a minute entitled 
“Proposals to introduce a Gold Currency in India,” dated 25th 
December, 1859. He thought, and rightly, that agold coin, whose 
value as measured in silver was fluctuating from day to day, 
could not he used as currency. To the proposal to permit the 
circulation of the sovereign as legal tender to a limited extent 
of l\) rupees his objection was that the sovereign would not 
circulate so long as its value was above the ratio at which it was 
made legal tender, and that every effort would be made to force 
it into circulation if its value fell below that ratio. The result 
would be that those who received the sovereigns in payment of 
small sums frail way companies and small dealers, for example), 
would not be able to use them in making large payments with¬ 
out risk of loss. This objection did not apply to a change in 
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the standard from silver to gold, and Mr. Wilson admitted that 
if Government “had to begin de novo , convenience would 
poiDt to a gold standard with silver tokens as the best.” But 
he thought that in a country where all obligations had been 
contracted to be paid in silver, to change the standard from 
silver to gold, because gold had depreciated, would be to 
defraud the creditor for the advantage of the debtor and to 
break public faith. His view was that a well-regulated paper 
currency was more desirable than gold in circulation, and he 
submitted his proposals for a Government paper currency in a 
separate minute. 

To James Wilson’s plan for a paper currency it was object¬ 
ed that the people of India would be slow to appreciate the ad¬ 
vantages of paper money as from time immemorial they were 
accustomed to the use of money of intrinsic value. 

The case for the introduction of gold into circulation in 
India was ably argued by Sir Trevelyan in a minute dated 
20 th June, Ksn-I. Information collected by Sir Charles 
Trevelyan from all parts of India showed that there was a 
general desire for the introduction of gold coins in India ; that 
the people of India were well-acquainted with the sovereign ; 
and that there was every reason to think that the introduction 
of the sovereign would be well received and that it would 
circulate freely at 10 rupees. The Secietary of State, how¬ 
ever, did not think it advisable to make the sovereign legal 
tender, but as an experimental measure he suggested that the 
sovereign and the half-sovereign should be icceived into and 
paid out of public treasuries in India for ten and live rupees 
respectively, and effect was given to thi^ proposal by a 
Government notification in November, WB. But the rate of 
ten rupees to the sovereign was below the muket value of 
the sovereign, and therefore it failed to attract sovereigns to 
Government treasuries The rate was raised to Rs. 10 4- 
for the sovereign and Rs. 5 2 ,- for the half-sovereign in 
October, 1868- Shortly afterwards the gold puce of silver 
began to fall, which entirely changed the Indian currency 
situation, and the Government of India adopted the following 
Resolution on the subject of a gold currency on 7th 
May, 1874 :— 

“The expediency of introducing a gold currency having 
been considered, the Governor-General in Council is not at 
present prepared to take any step for the recognition of gold 
as a legal standard of value in India-” 
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3- The Fall in the Gold Value of Silver- 

The fall in the gold value of silver commenced in 1873, and 
by 1893 it amounted to 40 per cent- 

Expert opinion was divided as to the causes of the fall. On 
the one hand it could not be denied that while the production 
of silver had increased, the demand for silver had, at the same 
time, decreased owing to {a) the cessation of free coinage of 
silver in Germany, the Latin Union and Holland, and (6) 
diminution in the Indian demand for silver caused chiefly by 
increase in the sale of Council bills. It would, therefore, 
appear that the change in the relative values of the precious 
metals was due to causes affecting silver. On the other hand, 
there is a good deal of evidence to show that during the 
whole period, 1873—1803, gold was appreciating owing to 
causes affecting gold itself—decreased production and increas¬ 
ed demand for industrial and monetary purposes. If the 
purchasing power of gold and silver in terms of commodities 
is considered, it is found that the fall in the gold value of 
silver far exceeded the fall in the value of silver as measured 
by purchasing power over commodities either in China or in 
India, while the purchasing power of gold over commodities 
in England increased very considerably. The movements of 
gold and silver prices unmistakably show that the change in 
the relative value of the precious metals was primarily due to 
the appreciation of gold, not depreciation of silver. 

Whatever be the causes ot the fall in the gold value of 
silver, its effect on Indian finance was most serious. The 
Home Charges amounted then to about {1 5,000,000 annually. 
The Home Charges represent‘a sterling obligation of the 
Government of India, while the revenues of the Government 
are collected in silver. Every fall in the gold value of the 
rupee thus meant a real addition to the burden of the Home 
Charges. 

In a note dated 13th July, 1876, R. 13. Chapman, Secre¬ 
tary, Financial Department of the Government of India, 
pointed out that from 15^ times gold had risen to be worth 
about 20 times its weight in silver, and that the fall in 
exchange to Is. 7d . had made it necessary for the Government 
to find crores of rupees annually in excess of what they had 
at their disposal. “The task”, he wrote, “is formidable 
enough to cause dismay. It will be requisite to give up all 
administrative luxuries and even some necessaries.Resort 




200 PRE-WAR ECONOMIC PROBLEMS 

must, moreover, be had even to new taxation. But a loyal 
and combined effort must be made. I see no way of escape 
from the painful exigency.” 

Any considerable increase in taxation, however, was not 
practicable for political reasons and the situation was one of 
great difficulty. 

Apart from increasing the burden of the Home Charges, 
the fall in exchange tended to check the investment of 
foreign capital in India and lowered the gold value of the 
salaries, paid in rupees, of the European employees of the 
Government. It also made foreign trade a gamble in 
exchange. 

In view of the ultimate establishment in India of the gold exchange 
system it is interesting to learn that as early as 187(i it was proposed 
to secure stability of exchange by closing the mints to the coinage of 
silver and giving the rupee an artificial gold value. The main features 
of this plan were described in a letter by Major-General Richard 
Strachey to the Editor of the Pall Mall Budget, dated 10th August, 
1870. it was suggested that the mints should be closed to the lree ' 
coinage of silver and the rupee coinage placed entirely under the 
control of the Government ; that, as a temporary arrangement, the 
mint should be opened for uold ; and that the gold value of the rupee 
should be fixed at about Is, 11*/. and notes issued against gold at 
fixed rates. 

The authorities in India did not appreciate the novel idea of 
establishing a gold standard with a currency mainly composed of 
token silver rupees issued by the Government. Major-General 
Straeliey’s letter called forth a spinted repl> + from It. H. Chapman, 

*‘*I am astounded that you should pro]lose such a tremendous 
heresy as n permanent divorce between the stand a id and the currency. 
Surely this is nothing in the world hut ail inconvertible currency, 
limited, it is true (though 1 obseive that you would not even limit it 
absolutely), but still incomertible. If we are to go in lor an inconverti¬ 
ble currency, why should w e go to the useless expciiM ol having it in 
silver; surely it would be only commonsensc tn go to paper at once ? 

I have seen plainly that we must go through a peiiod of inconvertible 
currency of silver with a gold standard; but 1 have always looked 
upon this as an evil of the first magnitude from which we should use 
every exertion to escape at the very earliest opportunity. It startles 
and staggers me that you should say that such a man as yourself, to 
say nothing of the res! of the powers that he at the India Office, 

should have been seduced into thinking otherwise for an instant. 

Have you not altogether underrated the volume of our silver currency 
too? A true silver subsidiary cunency must, I maintain, be treated 
as a note currency, i.e. f it must be issued only in exchange for gold, 
and the State should be compelled to give gold for it, at convenient 
centres, on demand, everywhere. Only on these conditions will a 
silver subsidiary coinage be on a really sound footing; and upon this 




CURRENCY AND EXCHANGE 201 

and in their Despatch to the Secretary of State, dated 13th October, 
1876, the Gavernment of India expressed their views on the proposal 
in no uncertain terms, f 

The Government of India favoured the settlement of the 
silver question by inteinational agreement, but they were of 
opinion that if an international conference failed to arrive at a 
satisfactory decision regarding silver, it would be necessary to 
stop the free coinage of silver and introduce a gold standard 
with a gold currenccy in India. An International Monetary 
Conference was convened at Brussels in 18 ( )2, but it suspended 
its labours on December 1 7, without coining to any definite 
conclusions. It was to meet again on 30th May, 1803, if the 
various Governments which were represented in it approved. 
But it never met again. A month betoie the meeting of the 
Brussels Conference the Secretaiy of Slate for India had 
appointed a Currency Committee, piesided over by Lord 
Ilerschell, to consider the proposals ol the Government of 
India. The Committee accepted these proposals with some 
modifications. Acting on the advice of the JIu>rhell Committee 
the Government closed the mints to the free coinage of silver 
by Act Ylll of 18 ( J3, passed on 3'ith June, 1.VJ3- On the 
same date three notifications were issued, the fiist providing 
for the issue of mpees in exchange for gold presented at the 
Indian mints at the rate of 1G/. to the rupee ; the second 
authorising the receipt of sovereigns and half-sovereigns by 
the Government in payment of taxes and other Government 
dues at 1 Or/ to the rupee; and the third providing for the 
issue of currency notes in exchange for British gold coin or 
gold bullion at the same rate. 

footing even India will not even want, I believe, more than 30 erores 
at the outset if indeed she wants as much. You cannot seriously think 
we could fora permamney avoid railing in the 170 erores of rupees 
that we should have in excess of our wants. Nor can I seriously 
believe that an accurate thinker like yourself would deliberately 
consent to entrust to any Government on eartli the power to issue 
token coinage at its discretion to pass as full legal lender. No human 
Government has yet existed who could be trusted with such a power.” 

f‘‘VVe arc thus quite aware that our standard of value might be 
cnchanccd without any immediate change in the body of our currency; 
and that we might, for a time, enjoy many of the advantages of a 
gold standard without undergoing the expense of introducing a gold 
currency. But we wholly distrust the advice and conclusions of those 
who think that such a state of things could be tolerated permanently, 
or even for any considerable length of time ; in other words, that we 
could introduce an enhanced standard, and yet, indefinitely, escape 
the obligation to introduce an enhanced currency.” 
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4. Foreign Trade, 1873—95. 

13y itself a fall in exchange tends to check imports and to 
stimulate exports. The imports are checked because the fall 
in exchange increases the cost, as measured in rupees, of the 
imported articles and reduces the profit of the importer, unless 
rupee prices can be raised proportionately. Exports are 
stimulated (other things being equal) because the same gold 
price received for goods sold abroad means a higher rupee 
price. But any serious check to imports must react on ex¬ 
ports. Further, it is contended that the producer or exporter 
makes a gain only at the expense of other classes of the 
community, particularly the labourers, and only so long as 
wages and other elements of cost do not rise. In a Despatch 
to the Secretary of State, dated 9th November, 1878, the 
Government of India considered it doubtful whether the fall 
in exchange had exercised any beneficial effect at all on the 
trade of India; they also pointed out that the effect of the 
fall had been much obscured by seasons of extreme draught, 
commercial depression and political troubles. 

During the whole period of falling exchange (1873—95) 
impoits into India increased by a larger percentage than 
exports. The total value of imports of private merchandise 
in 1873-7+ was 31,<>2 lakhs and of exports, 54,96 lakhs- In 
1894-95 impoits had risen to 70,Ih lakhs, or 122 percent, and 
exports to 108,81 lakhs, or 98 per cent. The greater expan¬ 
sion of the import trade as compared with the export trade is 
explained by the very considerable fall in gold prices which 
occurred during this period- It would also seem that while a 
stable exchange is an undoubted convenience to trade, a 
country's foreign trade may prosper in spite of a fluctuating 
exchange. 

The 1 fit/, rate had been chosen as it represented the ex¬ 
change value of the rupee in the years immediately preceding 
the closing of the mints to the coinage of silver. Government 
hoped to prevent a fall in exchange below 16r/. by “starving the 
circulation-” If, while population is increasing and trade is 
expanding, the growth of the currency is restricted, the effect 
would be to reduce the volume of the currency in relation to 
tiade- The closing of the mints was, however, followed by a 
further fall in exchange, and the fall continued until the rupee 
touched its lowest point, 12jrf- in January, 1895. This was 
due to several reasons. (1) Some 20,000,000 rupees were 
coined by Government immediately after the closing of the 
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mints. This represented silver received from banks and 
others shipped to India before the closing of the mints. (2) 
Many millions of rupees were imported into .British India, 
where the face value of the rupee was greater than its intrinsic 
value, from Indian States (3) Rupees also came out of 
hoards. (4) There was an increase in the net circulation of 
notes, as can be seen from the following figures : — 

Noil Ciklulaiion on 3lsi March 

Lakhs ol rupees. 

1892-93 . . 2M 0 

1893 94 ... . 30,41 

1894-95 .. . 30,70 

(5) tonally, the Council bills sold by the Sec i clary of State 
in 1894-95 amounted to about il 17,000,000 as compared with 
£9i millions sold in the preceding yeai. The eflect of the 
increase in the sale of Council bills wa L to reduce the cash 
balances in the Government tieasunes and to increase the 
number of rupees in circulation. 

Having reached its lowest level in | an nary, 1^95, the 
exchange value of the rupee began to rise, and in the latter 
part of WJ7 it marly touched 1( /. 1 he }eais 18^5 to 1898 

were a period ol the appreciation of the rupee in terms ot gold. 
The exchange value of the rupee was now completely divorced 
from its bullion value and fluctuated independently of the 
price of silver- 

In August, 1897, the Go\ eminent of India were asked by 
the Secretary of State whether they were in favour of re¬ 
opening the Indian mints to silver if 1 ranee and the United 
States of \merica opened rheir mints to silver as well as 
gold. The Government of India saw no very good reasons 
for adopting the course suggested- 1 hey pointed out that 
the return to silver monometal Lin would cause an intense 
disturbance of trade, arid in case the experiment failed, the 
whole cost of failure would have to be paid by India alone. 
Further, international bimetallism could not succeed without 
the co operation of the I mted Kingdom, and since the United 
Kingdom was not prepared to change her monetary standard 
the best possible course for Tndia was to link her cuirency 
system with that of the United Kingdom, the country with 
which her trade and financial connections were most intimate. 
The Government of India finally declined to give the under¬ 
taking desired by France and the United States. In view of 
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the fact that their currency policy had succeeded in arresting 
Lhe fall in exchange, their objeciion to re-opening the mints 
to the coinage of silver, which meant a reversal of their 
policy, was well founded. 

5. Indian Currency, 1898 — 1914. 

On 3rd March, 1898 the Government of India sent a com¬ 
munication to the Secretary cf State urging the establishment 
of a gold standard in India- The time had arrived, they said, 
to put an end to the uncertainty and fluctuations of exchange- 
This communication led to the appointment of the Fowler 
Committee. At the time when the Despatch of 3rd March 
was written the exchange value of the rupee was still some¬ 
what less than 16 d- The Government of India proposed to 
raise exchange by reducing the volume of the silver circulation 
and replacing the silver withdrawn from the circulation by 
gold. The circulation was to be reduced by melting down 
rupees.* 

The Fowler Committee rejected the proposal to melt rupees, 
but befoie the Committee made its report the rupee had risen 
to 16 d- t and the Government of India themselves, m the 
altered circumstances, would not have recommended that 
measure. The mam recommendations of the Fowler Com¬ 
mittee were that the sovereign should be declared legal tender 
throughout India at 15 rupees per sovereign, and ihat a gold 
standard with its “normal accompaniment,” a gold currency, 
should be established in India. The Committee also recom- 

* #, The mere reduction of oiroulftlon might be carried out in the same 
way in which it was effected in ]81KJ, namely, by abstaining from 
drawing Council bills, until vie have an accumulation of, sav, twenty 
crores in excess of our ordinary balances. But this procedure would 
be botli costly, and, as we believe, ineffective ; in the first place, the 
permament locking-up ol twenty crores of rupees would cost us in the 
interest on that amount or on the amount of gold borrowed in 
England during the suspension of drawings, and in the second place, 
the existence of this accumulation of silver coins would be a perpetual 
menace to the exchange market, and entirely prevent any confidence 
in the future of the rupee. We must not only withdraw the amount 
from circulation, but wc must show by the method we adopt that our 
intention is that it should cease to exist in the form of coin, and that 
its [dace as coin is to be taken by gold. Our proposal is therefore to 
melt down existing rupees, having first provided a reserve of gold 
both for the practical purpose of taking the place of the silver, and in 
order to establish confidence in the issue of our measures.” (East 
India Currency t c. 8840, p. G.) 
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mended that “fresh rupees should not be coined until the 
proportion of gold in the currency is found to exceed the 
requirements of the public,” and that “any profit on the 
coinage of rupees should be kept in gold as a special reserve, 
entirely apart from the Paper Currency Reserve and the 
ordinary Treasury balances.*’ 

The reserve was to be used for maintaining the exchange 
value of the rupee. 

The Lindsay scheme for the introduction of a gold standard 
without a gold currency was rejected by the Fowler 
Committee- 

The Government of India accepted the recommendations 
of the Committee. The sovereign was declared legal tender, 
the Gold Standard Reserve was instituted, and active steps 
were taken to encourage the use of gold as currency. Arrange¬ 
ments were also made for the coinage of gold in India, but 
the scheme was dropped when it was nearly complete in 
1902. 

6. The Gold Exchange Standard. 

Though the Government of India fully intended to carry out 
the recommendations of the Fowler Committee, the Indian 
currency system did not develop along the lines recommended 
by that Committee. The main features of our currency 
system were essentially those of Mr. Lindsay's scheme. 

The central idea of the gold exchange system is that gold 
is not required for internal circulation but tor the payment of 
international indebtedness. For maintaining exchange it is, 
therefore, sufficient if the national currency is convertible 
into gold at a constant rate for meeting sterling obligations 
abroad. When Council bills were sold in London, gold was 
deposited in the reserves kept there and rupees were issued in 
India. The circulation contracted when bills were sold in 
India to meet an unfavourable balance of trade. The Gold 
Standard Reserve (Mr. Lindsay’s “Gold Conversion Fund”) 
was kept in London, as gold is required for the settlement of 
the balance of India’s foreign indebtedness, and London is 
an important centre for the settlement of international 
indebtedness- 

These are the main features of Mr. Lindsay’s scheme. 
Several objections were raised against the scheme. The 
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Government of India in their Despatch of 3rd March, 1898, 
gave as one of their main reasons for deciding not to adopt 
the scheme that it would involve them “in a liability to pay 
out gold in London in exchange for rupees received in India 
to an indefinite extent.”* Mr- Lindsay’s reply to the objection 
was that Government would be involving themselves in a 
greater liability by undertaking to give gold in India. A 
second objection to the scheme was that the location of the 
Gold Standard Reserve in London would excite distrust and 
suspicion. “A gold reserve,” said Sir James Westland in his 
memorandum on the scheme, “intended to support the intro¬ 
duction and maintenance of a gold standard in any country 
ought to be kept in the country, if it is to produce its full effect 
in the way of establishing the confidence which is almost 
indispensable to the success of the measure-”'! - Mr- Lindsay, 
however, thought that the foreign capitalist would have greater 
confidence if the reserve was kept in London. “It is only 
people who send out capital to India that are concerned in 
this matter; the people who work with local capital in 
India will be very much in the same position as they are at 
present. The token rupees are all they want.”! 

The chief difference between Mr. Lindsay's plan and the measures 
proposed by the Government of India was that the former provided 
for the contraction and expansion of the currency by the withdrawal 
of rupees from, and the issue of rupees into circulation, while the 
latter recommended the adoption of the principle of free in-llow and 
out-flow of gold. If there was no fresh coinage of rupees, the demand 
for additional currency caused by the growth of trade would be met 
by the issue of gold coins ; if, at another time, the currency became 
redundant, the excess would be got rid of by the exportation of gold. 
Mr. Lindsay’s plan, it was also pointed out, invested the Government 
with some degree of control over the volume of the rupee currency, 
for new rupees were to he coined from bullion bough I at the discretion 
of the Government. * This is not a feature of the plan,” wrote 
Sir James Westland, ‘‘that can commend itself in prineiple for the 
regulation of the sole full legal tender currency of a country should be 
entirely automatic and not in any degree dependent upon the discretion 
of the Administration.” <5 

The chief matters of interest in our currency history in the 
first decade of the 20th century are the investment of the Gold 
Standard Reserve in securities in London ; the formation in 
India in 1906 of a rupee reserve as part of the Gold Standard 

* Para. 28 of the Despatch . 

f East India Currency, cmd. 8810 , p. 20. 

X Evidence before the Fowler Committee, Q. 4057. 

$ East India Currency , cmd. 8840 , p. 20. 



CURRENCY AND EXCHANGE 207 

Reserve; the diversion in 1907 of profits on the coinage of 
rupees for capital expenditure on railways ; and the sale of 
sterling drafts by the Government of India in the exchange 
crisis of 1907-08* 

In 1905, and again in 1906, some difficulty was felt in 
meeting the demand for rupees in India, and this led to the 
formation of a special rupee reserve which could be utilised 
for preventing exchange from rising above Is. 4<7- At first 
the reserve was held inside the Paper Currency Reserve in 
the form of silver ingots and then in partly coined rupees, but 
in 1906 it was decided to hold it in the form of coined rupees 
only. As the reserve was needed for preventing the rupee 
from rising to a premium over Is- hi , its name was changed 
to the Gold Standard Reserve, which now consisted of two 
portions, one held in the form of sterling securities in London, 
and the other in rupees in India. The rupee branch, like the 
sterling branch of the Reserve, consisted of the profits on the 
coinage of rupees- 

In 1907 a Railway Committee appointed bv the Secretary 
of State recommended that 411,000,000 out of the profits on 
the coinage of rupees in 1907 should be devoted t> improve¬ 
ments for Indian railways. The Secrelary of State went 
further than the Committee and decided that foi the future 
one-half of any profits on the coinage of rupees should be used 
for capital expenditure on railways until the Gold Standard 
Reserve reached £20,000,000. It was intended that after 
that total had been reached, the whole of the profits on silver 
coinage should be diverted from the Reserve. The Govern¬ 
ment of India, however, thought that the sterling portion of 
the Reserve should be allowed to accumulate to £20,000,000 
before any sums were diverted from it- In reply to a commu¬ 
nication from the Government of India on the subject the 
Secretary of State said, “The danger which you allege of a 
fall in exchange I regard as illusory, having regard to the 
present conditions of trade, the amount of securities in the 
Gold Standard Reserve and of gold in the Curreney Reserve-”* 
He adhered to his decision and used £1,123,000 of the profits 
of coinage for railway capital expenditure. 

But the danger of a fall in exchange was not illusory. A 
severe financial crisis in America in the autumn of 1907 and 
the consequent monetary stringency in the money markets of 

* Report of the Chamberlain Commission , para. 36. 
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the world, combined with the failure of the summer monsoon 
in India in 1907, caused Indian exchange to fall suddenly in 
November. The Exchange Banks asked Government to sell 
telegraphic transfers on London at Is. 4 d. per rupee, but 
the Government, after consulting the Secretary of State, 
refused. The Government also refused to give gold for export 
from the Paper Currency Reserve in larger quantities than 
£10,000 to any one individual in one day. The exchange 
continued to fall and on November 23 it fell to Is 3-23'32 d. 
Indian importers began to buy British Postal Orders for 
£ 10,000 and other large sums as a means of making sterling 
payments, and then, at the instance of the Secretary of State, 
the Government of India began to give gold for export. The 
Government aLo informed the Exchange Banks on 27th 
December that, should it become necessary, they would offer 
for tender in India sterling exchange on London. On 26th 
March, 190S, sterling bills were first sold in India, .and they 
continued to be sold till 11 th September, 1908. In all 
£8,058,000 was withdrawn during this period from the Gold 
standard Reserve to meet Ike hills. 

The crisis () f 1007-08 showed that strong gold reserves 
were essential for the maintenance of exchange. During the 
crisis £+,179,000 was withdrawn by the public from the 
Paper Currency Reserve, while only £250,000 was exported 
on private account. Another lesson taught by the crisis was 
“ the desirability of formulating in advance and giving 
publicity to the policy which it is intended to pursue in a 
crisis.*’ ' It is almost as important,” wrote the Chamberlain 
Commission, “that the general public should have confidence, 
in the determination of the Government effectively to use 
their resources to maintain the rupee at 1 s. 4<7. as it is that the 
Government should have the necessary resources for so doing.”* 
7. The Chamberlain Commission. 

The Chamberlain Commission was appointed in April, 
1913, to consider, among other matters, “ the measures taken 
by the Indian Government and the Secretary of S‘ate for 
India in Council to maintain the exchange value ot the 
rupee in pursuance of, or supplementary to the recommenda¬ 
tions of the Indian Currency Committee of 1898, more 
particularly with regard to the location, disposition and 
employment of the Gold Standard and Paper Currency 
Reserves-” The Commission approved of the measures 

*Para. 53 of the Report of the Chamberlain Commieeion . 
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adopted by the Government in order to maintain the 
exchange value of the rupee, though these measures were 
“less in pursuance of the recommendations of the Committee 
of 1898 than supplementary to them.” This is shown by the 
fact that the Government abandoned the attempt to 
encourage the use of sovereigns in India, and kept the Gold 
Standard Reserve in London for the support uf exchange. 
The Commission were not in favour of introducing a gold 
circulation in India. “ The establishment of the gold value 
of the rupee on a stable basis,” they wrote, “ has been and 
is of the first importance to India.”* Gold in actual circula¬ 
tion is of little use for the support of exchange- Further, 
they tried to show that the atlempt to encourage the circula¬ 
tion of gold would necessarily weaken the gold reserves of 
the Government, and thus make it difficult for Government 
to maintain exchange in a time of crisis. To the objection 
that without gold in active circulation India’s currency system 
would remain a “ managed ” system, their reply was that 
there was no ‘‘essential difference between the power to 
import sovereigns at will and the power to have gold coined 
into sovereigns in India-” They finally concluded that “ It 
would not be to India’s advantage to encourage the increased 
use of gold in the internal circulation.” In paragraph 76 of 
their report, the Commission said :— 

“ To sum up, our view is that India neither demands nor requires 
gold coins to any considerable extern for purposes of circulation (as 
opposed to saving or hoarding), 111 it the most generally suitable media 
of internal circulation in India arc at present rupees and notes, and 
that the Government should, as opportunity may offer, encourage 
notes, while providing --and this is the cardinal feature of the whole 
system—absolute security for the convertibility into sterling of so 
much of the internal currency as may at any moment be required 
for the settlement of India's external obligations.” 1 

As regards the Gold Standard Reserve the Commission did 
not fix any limit up to which the Reserve should be accumu¬ 
lated. They recommended that the profits on the coinage of 
rupees should, for the present, continue to be credited 
exclusively to the Reserve and that Government should aim 
at keeping one-half of the total Reserve in actual gold. 
The rupee branch of the Reserve they considered to be 
“responsible for much confusion and doubt as to the efficiency 
of the Reserve * 9 and they recommended its abolition. They 
did not cons'der it necessary that the use ot the Reserve 


x Para 76 of the Report . 



210 


PRE-WAR ECONOMIC PROBLEMS 


should be regulated by statute. “But we advise," they said, 
“ that the Government should make a public notification of 
their intention to sell bills in India on London at the rate of 
Is. whenever they are asked to do so (as was actually 

done in 1908 and confirmed in 1909), to the full extent of 
their resources- We believe that the knowledge that such 
exchange can be purchased at any time will do much by itself 
to inspire confidence, and so to reduce the actual demand for 
drafts on London, and to prevent that feeling of panic which 
is liable to accompany and to aggravate periods of financial 
strain- With the Reserve for the support of exchange so 
strong as it will, we hope, prove, if our recommendations are 
accepted, we do not think that there is any reason to fear 
that in undertaking this liability the Government of India 
would be in any danger ot being unable to carry out their 
obligation." 

Only partial action could be taken by the Government on the 
Report of the Chamberlain Commission, as the Great War 
broke out shortly after the publication of the Report in 1914. 
Government issued a notification in 1913 guaranteeing to 
issue sterling drafts on the Secretary of State In London- 
The silver branch of the Gold Standard Reserve was also 
abolished in 1914 by the transfer of six crores held in the 
silver branch to the Paper Currency Reserve for an 
equivalent amount of gold. 

8. Indian Currency, 1914—1920. 

Having learnt in the crisis of 1907-08 how to use their 
gold reserves for the support of exchange, Government were 
fully prepared to meet the weakening of exchange which was 
the immediate result of the outbreak of war. Between 6th 
August, 1914, and 28th January, 191b, Reverse bills were 
sold to the extent of £8,707,000. Reverse bills were again 
sold in 1915-16 (£+,893,000) and between November, 1918, 
and April, 1919 (£5,455,000). Apart from these temporary 
periods of weakness, our currency troubles during the greater 
part of the Great War were due, not to a falling rupee, but 
to a rupee whose exchange value rose to unexpected and 
unprecedented heights. 

A gold exchange system is an artificial system in the 
sense that the rate of exchange under this system does not 
depend upon the intrinsic value of the silver coin. Before 
1893, every fall in the price of silver reduced the exchange 
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value of the rnpee, but during the whole peiio 1 twee 1 1 sQ9 
and 191^, the fluctuations in the price of sd\ei c\eicised no 
influence upon the course of the mpte i \i iu t i 1 'i hai ge 
rose and fell according to the «upplv of, an 1 the dwin ind loi 
foreign bills* The exchange \ due of our nin^e u thus 
completely divorced from i s bull on valut 

But it should not be • uppostd tl it u ;ou i i < y\ ntry 
has conferred an artificial geld \ 'due u ion it-' s vei com, the 
market price of silver beromrs i mUtu (1 i i liffti en» e. 
Violent fluctuations in the p iu of silver io ci u 1 e tion 
would destroy the ^y r i m, or nul it i i \ i r ( work 

The essential featuie ol l gold e elm ^t- ) in i T r use, 

for purposes of intern il ircuKlion, ot it ini nn wh n i 

convertible into gold f ir t in gn i multi ( a n re < le s 

constant rate* \\ heri at kci cun i b it ki i u) n, 

on account of the me* in t lu \ line ol nr 1 i nnt t, 
the gold exchange sy stem auto natu i a t ( l t t it 
thus appears that the existent ot the h dd i n 1 N-.trm 

and its suer essful operation dept id ii|) n it-* 1 i l the 

value of silver. For th p mo l d tin 1 , ) i i \ iem 

it is comoaratively a matter of md (Pun t \ i L -‘e ratio 

of silver to gold is hicrn nr low, but i i n i i ip ol 
indifference whether the r ilio f eidy ^r b i 1 f j i nt 
and violent changes 

This aspect ol the qiustion w is rlulv considcicd In Mu Ameiuwn 
Commission on Intern itionil IXihinu ol loot In lIn ugmiunts 
submitted by the \nim> ui ( ommission to Liu Ion ign l onumssioiib 
there was a whole set tion dtvotel to I u id iilin ng tid¬ 
ing the price of sil\ t r ’ 4 Win Lhc i the il luU pint of h u 

silver lie high oi low ” winU tin \iuc n in Co mu sstin ‘ is i nutter 
of compaiahvely slight unpiituuc i nmu h tin i ilio « ould be 
fixed to c oik spond, piovidid tin put mu l« id\ bill il alter 
a ratio lud been oru i livt l I Iu pi n vie nil i it dieulcdly 
(so that bullion \aliu of t mis rvtulid thur n imnil vdue) the 
coins would be incite d dn\n nil th '.vsl n w mid l>° destroyed 
On the othei hand, il the pint ol sil\ i weit t > 1 ill n t i y lo v, the 
burden oi m nnt lining tin pudy woul 1 bi h ivi i in isrntu li is a 
larger gold reserve fund might he ntpiiu 1 to m u it nil t onhdent c. 
It is cxtremelv dc-.ii ibl( the refine tspnidlv lot tin emnliies 
that are somewh it w ah fin me i illv tint the pn e ol t >il\ti bullion 
should remain steidy at a point soini ihal ucai the ratio agreed 
upon ”* 

In Indi i attention na 1 bee n tout nti ated on d w in * means 
for preventing the iu )ee fio n falling be 1 vat mn ’evel- 

* Stability of International Exchange , Washington, 1903, p 124. 
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The possibility of a rise in the rupee much above its gold 
parity was never seriously considered by Government or any 
one else- This is certainly curious in view of the fact that 
the rise in the price of silver in 190fi-07 caused the gold 
exchange system of several countries to collapse, though it 
did not affect us. 

The rise in the price of silver in September, 1917, to 55d. 
put an end to our gold exchange system. The rupee ceased 
to be a token com—there was protit in melting and exporting 
it. As the price of silver continued to rise, the maintenance 
of the old ratio, ]bd. to the rupee, became impossible- The 
rise in the cost of production of the rupee compelled the 
Secretary of State to raise the price of rupees. The minimum 
rate for Immediate Telegraphic Transfers, which on 28th 
August, 1917, had been fixed at Is. 5d., was raised to Is. fni. 
on 12th \pril, 1918; Is. 8 d. on 13th May, 1919; Is. 1 Or/, on 
the 12th August; 2s. on 15th September; 2s. 2d. on 22nd 
November and 2s- 4 d. on 12th December, 1919. 

A contributory cause of the rise in exchange was the strong 
demand for rupees due to the heavy balances of trade in 
Indn’s favour- But even without the assistance of the 
favourable balances of trade the rise in th a pries of silver was 
sufficient to destroy our svstem If the rise had occurred, not 
during the war but before the war, the collapse of the gold 
exchinge system would have been as complete as it was 
during the war. It should be recognised thit the collapse 
of the gild exchange system was due, not so much to war 
causes, as to the simple fact that the price of silver rose 
above the bullion par of the rupee- 

When the price of silver rises so th it the intrinsic value of 
the token coins exceeds the face value, the gold exchange 
system can be re established either by raising the gold par or 
by debasing the token coins. The majority report of the 
Babington-Smith Committee, appointed by the Secretary of 
State in May, 1919, to consider the Indian currency situation, 
recommended the raising of the exchange value of the rupee 
to 2s. (gold). The chief objection to a reduction in the 
weight or fineness of the rupee was that it would “react 
gravely on the credit of the Government and possibly lead to 
serious social and economic consequences.” * The 2s. rate 
was chosen as the Committee believed that if the exchange 


* Para, >33 of the Report , 
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value of the rupee was fixed at a figure lower than this, the 
rupee could not be established as a token coin. The price of 
silver throughout 1919 was high and in February, 1920, it 
reached the high water-mark of 89^-, and it seemed probable 
that for many years to come it would remain at a high level. 
Recoinage being impossible, a stable gold exchange standard 
could be ensuted only by raising exchange, and raising it 
enough to make the rupee safe from the melting pot. 

Indian press comment on the recommendations of the 
majority report of the IJabington-Smith Committee was 
unfavourable. The effect of a high exchange in stimulating 
impoits was one of the chief grounds of objection to raising 
the exchange value of the rupee. 

In so far as a high exchange encouraged imports, it would 
favour the British manufacturer at the expense of his Indian 
rival. “High exchange,” said Mr. Ainscougb, “places the 
British manufacturer in a more favouiable condition vis-ci ins 
his competitor in India. On the whole, therefore, his material 
interests would appear to be best served by the fixation of 
exchange at as high a rate as may be possible under the 
circumstances.” 

The report of the Indian Currency Committee was well- 
received by the British press, as may be judged from the 
following extract from an article on “Trade and the New 
Rupee Basis” in the Times Trade Supplement of Feb. 7, 1920. 

“Apart from the possibilities of international action, the 
hope of arresting sterling depreciation lies in increasing 
production in the United Kingdom, with consequent large 
shipments abroad, so that our former position as a creditor 
country may be ultimately restored. The immediate effect of 
the new sterling tate of rupee exchange should be that of 
stimulating our exports to India, while restricting our 
purchases thereform. The report of the Committee referred 
to in detail elsewhere naturally avoids laying great stress on 
tne point, but it is one which appeals to our manufacturers, 
as is shown by the favourable opinions with which the re¬ 
commendations have been received in the industrial North.” 

The Government accepted the recommendations of the 
majority report of the Babington-Smith Committee. The 
attempt, however, to maintain exchange at 2s. (gold) did not 
succeed. 

* P. 38 of Mr. Ainscough's Report on the Conditions and Prospects 
of British Trade in India at the Close of the War. 
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The hi^toi} ill cur exchonge during 1020 may be divided into 
tin (i pencds — 

(a) ] icni the idcjlion oJ the* report of the 1’abinglon Smith 

Coninutlce in lehiuaiv to .)mu 21 when Government lowered the 
rate to Is 11 10 >2d lor Telegraphic Transfers and 1& 11-13 164. 

for I)e feritels 

(b) liom lune 21 to Sc| tunbei 28 when Government withdrew 
the sak ol lliuisi bills 

(c) 1 In peiioel ol uuiontrolkd oi Inc exchange altci September 28 

(a) The ic option cl the t t j tut ol tlie Uabmgton Sinitli-C onmnttce 

raiseel Hu late oJ cm hinge Ircm 2s Id to 2s 10|4 In ordci to 
ni.mil iiu llu 2 old j iile, il ^ is dceided to iix the i ate s for 

He seise Ceil ills in iceeichirec wiih lie latio el Its 10 to the 
so\eieij.n rn lku j. die vs nee loi lie de ] iteialmn ol sluling on the 
basis oi LIil 1 test rite Jen tie dollai stilling exchange Immediate 
Tclegitihu iiirshis weie s< Jd c ri '111 Icbmarv at 2s 8 15 10 , 
at the hill sun de tie iah vs s i usi el lo 2s 10 2.1 .J24 As the 
Goveinnciti It s\ i hijjei II m tl niiihet iile, t lie amounts 
olfeieel il lie- n d ^ibeepent sdeswcie huge Is os er subscribed 
llu ( e in] tie I'e l t 1 t i nil is n Ins le ] e it 1< l I9I ( I _0 mvs 

When it tin c online lie i mint cl Jebrurus Mil rate loi He verse 
Council suntti 2s 1 > lOo the muketiit fc i J elegi iphu Transfers 
on I ondon vs s e i oti u tl ~ ' d M Mese i it c -i m os c ns helming 

demand It i sttiln^ rcnittucc m e met tin lti seise t ounciJs sold 
wue liisidlKitnt to Incite M e ^ ] between Ihe tie in inel for sterling 
rimittuuc uni die dcmind hi k milt in * to Inch i * 

On lei urns Mi 2 OtMi Mill w is tlltied il i dille rent c of about 
3d o*ti (In in uke l i it tin i|»| lie it ions witc loi i o libs Ihun 

JL122 • Odd In \I u h the dilleienet le tween the 15 ink rale for 

Iclegiailie 1 1 ii i < nl the oil ic i if i lie w is ihout 1 [d and 

op])lie iticrns iell oil I i a* "OlOO 1 hi djJtcrcner fill to ihout one 

penn\ in \j id I ul b\ the n i 1 in ol M iv it had increased to 
1 15 >’</ mi if [ill di n \ t it mi k cemct lor moit than 

i_l-. 2 dde) t(d vl tin de m * dli hint tor i time! lime, while 
LI 000 (Kid \ is e tl ltd tender vseie icttiseei for upwaids ol 
L122 OOd OOi) tin dille nine lets t • n he < (sernnent Kite inel the 
maiket i ile bun n a. Him nl 

Hiving ic u <1 It* th i dl in llu in ill (tide lor sle fling, Govern 
im lit as silted iImvi loweii <1 Mil i de s to 1 s 11 ]<) , 2 d loi Ttlcgra- 
plue liansleis ml is 111 1<*4 loi Deleireds on Jun 24 TL lie y 

fiankis ib mil m d Mu die npt to m unt un xc hai at 2s 'gold), 
consul e in g it bujeles- Xeteidm^ lo the l urn ne \ ( oininiltie the 
rate foi J tunic eli ite iek^i pine T 1 mslers on J ondon w.is to be based 
on tin sit ilmg Mjuis dent of 11 gi mis of fine gold is measured 

bs the jin s tiling dull u sle iling exchange The cejuisalent was 
2s od pel tuptc while the new Gi sunment i ite was 1 s 11*19 324. 

(b) The weekly oiler ol sleiling dialls on London continued till the 
end ot beptcinbei, when the Government withdrew the ofler, not 
without “icsi ivmg to tliemse Ives the light ol lesurmng these sales 
should ene umstaiiees m their opinion, at any tune subsequently 
rendei lesumption expedient ” 
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Thus ended the heroic attempt of the Government to stabilise 
exchange in accordance with the recommendations of the Babington- 
Smith Committee. 

From January to September, 1020, Reverse bills to an amount equal 
to £ 55,000,000 were sold, which figure constitutes a record in the 
annals of our finance. The bills were sold at rates which very often 
were “absurdly cheap compared with the market value” (The Times , 
London). “ The favoured allotments of the bills ” in the words of 
the Indian trade correspondent of the Manchester Guardian Commercial , 
“became a very grave scandal.” 

(r) Exchange fell rapidly in Octocer (1020). The situation was 
tersely summaiiscd by a Calcutta merchant who, when questioned by 
a correspondent of an English financial paper, said that there was no 
exchange To support exchange Government raised the embargo on 
the export of wheat from October, 1020, till March, 1921. A total export 
of 400,000 tons was allowed. There wns, in 1919-20, as compared 
with 1918-19, an increase of 20 per cent in the area under wheat, and 
of no less than 04 per cent in the yield, which was estimated at 
10,092,000 tons. The wheat exports, howe\cr, did not exercise any 
preceptiblc influence on exchange. On 28lh December, 1920, the rate 
for Telegraphic Transfers was Is. od. per rupee, and it continued to 
fall until on Maicli 9, 1921, only 1 7ul. could be purchased with a 
rupee. Then it rose a little, but throughout the remaining eight 
months, till the end of the year, it rein ained a little below Is. 4 d. 
sterling (about 13d. gold). 

The entirely unexpected fall in exchange involved our 
importers in serious losses and many of them refilled to meet 
their obligations. \\ hat a fall in exchange means to importers 
may be shown by an example- \t 2s. goods of the value of 
£1,000 are worth Ks. 10,000 When exchange falls to Is. 4 rt. 
Rs. 15,000 must be paid to take delivery of the same goods~a 
loss of Rs. 5,000. It is not surprising that many importers tried 
to back out of their contracts. Faced with bankruptcy, they 
cancelled the purchases they had made. 

The action of our importers in refusing to meet their 
obligations cannot be defended, but in many cases such 
refusal was due to real inability to pay. It should also be 
remembered that Government had accepted the recommen¬ 
dations of the Babington Smith Committee, and attempted to 
stabilize exchange, as we have seen, first at 2s. gold, and then 
at 2s. sterling, In these circumstances it was natural for 
people to think that exchange would not fall below 2s. sterling 
and when exchange fell below that rate they thought 
Government was to blame for it. 

The fall in the rupee was accompanied by a fall in the price 
of silver, and there was a close connection between the two 
movements. The year 1920 will rank as one of the most 
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eventful years in the history of silver and of the rupee. As 
we have seen, it saw the rise of the rupee to the highest level 
ever recorded during the last 75 years, and an equally sensa¬ 
tional fall. The price of silver also varied between very 
wide limits in 1920, 89i<7. in February and 38hd. in Decem¬ 
ber. The price of silver exercised an important influence, 
not only on the rupee but on the currencies of other Eastern 
countries. For example, the highest quotation for the Hong¬ 
kong Dollar in London in February, 1920, was 6s. 2 d. and 
the lowest in December, 2s. 11c/.; similarly for the Shanghai 
Tael, the highest quotation in 1920 was 9s. 3 d, and the lowest 
3s. 10‘2c/. The rise in the price of silver re-established the 
connection between the exchange value and the bullion value 
of the rupee which had existed before 1893, and when the 
price of silver fell, the exchange value of the rupee fell with 
it. The fall in silver is attributed to the cessation of the 
Chinese demand, the absence of purchases by the Indian 
Government and the absence of buying by the European mints. 
During 1920 France and her partners in the Latin Monetary 
Union melted down and sold practically the whole of their 
silver currency. A certain section of the British press held 
France responsible for breaking the Eastern exchanges. 

9. Exchange and the Price of Silver. 

Before 18 ( >3, when the rupee was a full value coin, ihe 


Showing how the 
exchange value of 
the rupee and the 
price of silver 
moved together 
between 1873 and 
1802. The silver 
mints were closed 
to the free coin¬ 
age of silver in 
1893. 
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rate of exchange, or the gold value of the rupee, was deter¬ 
mined by the price of silver in relation to gold. The bullion 
value of the rupee and the rate of exchange moved together, 
or the rate of exchange rose and fell with the price of silver. 
(See Fig. 30). 

This connection did not break immediately on the closing 
of the mints to the tree coinage of silver in 1893. Exchange 
continued to fall with the price of silver till 1895, and it rose 
with the price of silver in 1<S96. In 1897 exchange continued 
to improve while the price of silver fell. Uetwetn 1898 and 
1915 exchange remained steady around In/, but the price of 
silver fluctuated between 23 69d. and 30\S 6d per standaid oz. 
(See Fig. 31). 



Fig. 81. 

Showing the independent fluc tuations of the exchange value of 
the rupee (the line in the centre) and the puce of silver between 1808 
and 1016. 

The close connection between the pi ice of siher and the 
rate of exchange during 1916-21 is very well brought out by 
the curve shown in Fig. 32. Our x, the independent variable, 
is the price of silver, and y, the dependent variable, is the 
rate ot exchange. When the rate of exchange is plotted 
against the corresponding pnee of silver, the points arrange 
themselves on or very close to a paiabola of the second order : 

y = 27 , 83-’6847^+ , 01027Af i 
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The calculated values are obtained very simply from this 
equation : 



Showing the co¬ 
relation between the 
price of silver in </. 
per standard oz. and 
the exchange value 
of the rupee bet¬ 
ween 1916 and 1931. 

The observed 
points are repre¬ 
sented by circles. 
The equation to the 
fitted curve is :— 
y = 27 83- H847aj 

-f 01027a! 2 


Price of silver in d 
Fig. 32. 


Table IX. 1 



Average price of 
silver in London 
per standard oz. 

X 

\ ■ 

Average rate of Ex¬ 
change in London 
at 4 months’ sight. 
d. per rupee 
.Vo 

Vi 

(l 

1916 

31 3 

080 

i6-r> i 

16 46 

-04 

1917 

40-9 

1673 

171 

1701 

-09 

1918 

17-6 

2266 

18-3 , 

18*51 

+ ■21 

1919 

57-0 

3249 

221 1 

2217 

+ 07 

1920 

61-4 

3770 

24-6 

24-51 

-■09 

1921 

36-9 

1362 

16-6 

l 

16*55 

-■04 

1 -4 -28 

1 --27 


Source : Statistical Abstract for British India, First Issue , pp. 236-89 

y, for 1916=27 83-(6843 XSI '3)+(980X '01027) 

=27-83 -2V43+WK) 

= 27-83-11-37 

= 16-40, and bo on for other vean. 
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The last column shows the deviations of calculated values from 
observed values. They are inconsiderable, showing the close relation¬ 
ship between the rise in the price of silver and the rate of exchange. 

The fluctuations in the price of silver since 1925 have exercised no 
influence on the rate of exchange. Exchance has been maintained at 
18d. sterling, but after 21st. September, 1931 sterling depreciated in 
terms of gold, and so did the rupee. 

10. The Gold Bullion Standard. 

We have seen that the attempt to stabilise exchange at 2s- 
failed in 1920. Soon after the publication of the Report of 
the Babington-Smith Committee economic conditions began to 
change so rapidly as to make the proposals of the Committee 
regarding exchange stabilisation impracticable. There was, in 
the first place, as we have seen, a rapid and unexpected fall 
in the price of silver, and in the second place, the beginning 
of a hea\y fall in commodity prices all over the world- 

The rate of exchange for Calcutta Telegraphic Transfers on 
London (average of daily rates) was 2s. 0</. in 1920 ; it fell to 
Is- 4 d. in 1921 and Is. 3 d. in 1922. Exchange gradually 
rose after July, 1922. The average of daily rates for each 
month of the year 1922 was less than Is. 4</.; but in 1923 it 
never fell bellow that level, and in December, 1923, it 
exceeded Is. 5d, The average rate was Is- Or/, for the first 
nine months (January to September) of 1925. In August, 
1925, a Commission, with Mr. Hilton-Young as President, 
was appointed to examine and report on the Indian exchange 
and currency system and practice. This was the second 
Royal Commission, as the Babington-Smith Committee was 
the third Committee, which, since 1892, had been called upon 
to make proposals regarding Indian currency reform.* 

The Currency Commission recommended the adoption by 
India of the gold bullion standard. The gold exchange 
standard was definitely condemned by the Commission as 
unsatisfactory. We have the important admission that the 
gold exchange standard does not work automatically, and that 
it is not elastic. “The automatic working of the exchange 
standard," says the Report (para. 16), “is thus not adequately 

^Currency Committee or Commission Year of appointment 


1 

Herschell Committee ... 

1890 

2. 

Fowler Committee 

1898 

3. 

Chamberlain Commission 

1913 

4. 

Babington-Smith Committee 

1910 

5. 

Hilton Young Commission 

1025 
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provided for in India, and never has been”. The Report 
refers to “the absence of contraction on occasions when the 
currency authority has had to sell sterling exchange.” In 
1920 the consequences of this were “disastrous.” And the 
report adds : 

“There must ever be clanger of such disaster under a system which 
does not automatically enforce contraction of internal currency con¬ 
currently with depletion of Reserves.” 

These remarks would undoubtedly be read with interest by 
certain official apologists who, like Mr. Findlay Shirras, 
regard the gold exchange system as an “improved gold 
standard,” as “a system ot money which has become and 
must become increasingly popular,” and who were lost in 
admiration of “the beautiful elasticity of our currency 
system.”* 

The main recommendations of the Currency Commission 
may be brieily summarised as follows :— 

When the gold bullion standard is introduced, the currency 
will consist of silver rupees and notes, which will be directly 
convertible into gold bullion. There will be no gold in 
circulation. 

The paper currency will cease to be convertible by law into 
silver coin (para. 69). 

The chief feature of the gold bullion standard is Lhe con¬ 
vertibility of token money directly into gold bullion for all 
purposes. The Currency Commission attached great impor¬ 
tance to it. I T nder the old system paper money was conver¬ 
tible by law only into silver rupees, which are themselves 
token coins. By making notes convertible by law into gold 
bars for all purposes, “a more solid right of convertibility is 
attached to them than they have ever had since silver ceased 
to be a reliable standard of value” (para- 69). Para 61 of the 
Report states : 

* Indian Finance and Banking 1020, p. 37. 

“ The Indian currency system of to-day is, however, quite as 
automatic as it was previous to the closing of the Mints to the free 
coinage of silver.” ( Baud's Report on prices , para. 228). 

The Chamberlaiir Commission of 1914 denied that the gold 
exchange system gave India “an artificial and managed currency.” 
“It is not in fact possible for the Government of India,” says the 
Report ol' the Chamberlain Commission (para. 00), “to manipulate the 
currency, and they cannot add to the active circulation of the cur¬ 
rency except in response to public demand.” 
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“ For the purposes of India this standard [gold bullion standard] 
fulfils the essential condition, that it should be not stable only, but 
simple and certain It provides the token currency with a light of 
convertibility that is inttll giblt ti the uninstructcd and with a 
backing that is tangible and visible ’ 

This recommendation of the Currency Cjintnis un has 
been misunderstood It has been thought that under the gold 
bullion standard token money will be freely cmveitiblc into 
gold, not merely for export, bi t t )r internal puiposes. It was 
easy to make this mistake fo the 1 un nstiu tc 1 could not 
be expected to see the ‘ tangible and visibU backing of the 
token currency, unless tol en money w is freely c onvcrtible in*o 
gold for internal use 

In thuor\ tol en in jney under tie gold bulhoi standard 
will be convertible into gold f )r all purposes m pr ichit it 
will be convertible into gull oil\ for expoit 

In para. f4 of the Report it is explained tnat gold will not 
be soli by the currency autlnri y cheapei than the maiket 
rate The vhulesile bullion marl et is n^t to h destroyed. 
If the currency authority were compelled to sell gold at a 
price exactly corresponding to the par va! le of the i i iee {i t , 
cheaper than the market rat a w h c i inci lde the co t of 
import), the consequences will be serious — 

“ Ap irt from prac ticallv destroy ing the wholes clc bulli >n lnukel 
the currency authority would inevitably b c > m in\ lived in tbc per 
formance ol l tisk which docs not propcily be long to it Its primary 
duty of lnimt lining the monetary unit it pirity with gold would be 
made tar more dilhcult ’ * 

Now suppose that a Urge amount of gold was wanted for 
internal use and the go'd reserves of the J>ank began to dis 
appear lo meet the loss of reserves o ving to an internal 
drain the Bink would be forced to restrict credit 1 his, says 
u cheduH 1, “ would have highly inj irious reaction*, on the 
internal economy of India, and should consequently be 
avoided Therefore, 

“ It is required so to frame the Bank’s obhgition to sell gold as to 
make it unprofitable for gold to be bought from it except in ciicum 

* Schedule I is even more explicit 

“ The reserves, ” it says, ‘ exist to assure the maintenance at 
parity with gold of the puic basing pi wei ol the monetary unit, ie, 
to meet puiely inonetiry needs It is evident thit if they can be 
drawn upon in the ordinary course to satisfy non monetary purposes 
lo anything but a minor extent the B ink’s primary task, viz , to 
maintain the external value of the currency, will be jeopardised. •' 
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stances in which it would be profitable to do so for purely monetary 
purposes. M 

11 The purely monetary purposes ” referred to in Schedule I 
relate to gold for export, and not to gold given for hoarding 
or for making ornaments. Gold bullion cannot be used for 
the purpose of circulation within the country, and it is used 
for monetary purposes only when it is sent abroad in settle¬ 
ment of foreign obligations. 

It is thought that even when the balance of trade is in 
India’s favour (and consequently, the rate of exchange above 
Is- hd) the currency may need to be contracted, and the 
Reserve Bank must sell gold to the public in order to reduce 
the volume of our token currency. This is not how the 
Currency Commission have argued. In para. 115 of the 
Report they state : 

“ And if the exchange^ arc stable, and keep within the upper or 
lower gold points set by the fixation of the price at which the Reserve 
Bank undertakes to buy and sell gold, it will not be called upon either 
to buy or sell gold. ” 

The Reserve Bank will be called upon to sell gold only 
when, as the result of an adverse balance of trade, the 
exchanges turn against India- 

It should be char that so far as the ordinary holder of 
rupees or notes is concerned, he would not be able to convert 
them into gold. When he wants gold he must buy gold in the 
bazar, as at present. 

It will be seen that from the point of view of convertibility 
there is no fundamental difference between the gold exchange 
system and the gold bullion standard of the Currency Com¬ 
mission. The essential feature of both is that the internal 
currency consists of token money, which is convertible into 
gold for the payment of international indebtedness. 

For the satisfactory working of the gold exchange system 
it is not essential that notes should be printed on silver- 
When our paper money ceases to be convertible into silver 
rupees, we shall have what is regarded as the “ideal” currency 
system, that is, a currency system in which the internal 
currency consists of paper, convertible into gold for the 

* “ In applying Ricardo’s proposals to India, ” wrote Mr. Lindsay, 
“ little modification is necessary either of the proposals or of Indian 
currency arrangements. The only change in the proposals will be tlie 
substitution of sterling money for gold bars, and rupees for paper 
money. 11 (Ricardo's Exchange Remedy by A.M.L., p. 8.) 
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settlement of foreign obligations- Para. 56 of the Report 
says ;— 

,f It is argued by many who advocate the introduction of a gold 
currency that a token currency of notes inconvertible for internal 
purposes is tbe ideal end towards which India should work. The 
scheme outlined below carries India very far along the road towards 
that end. M 

A Memorandum on a gold standard for India was sub¬ 
mitted to the Commission by I\Ir. H. Denning, Controller of 
Currency. The Memorandum represented the result of dis¬ 
cussions between Sir Basil Blackett (Finance Member, 
Government of India), Mr. McWatters (Secretary to the 
Government of India, Finance Department) and Mr. Denning, 
but it was not put forward as an expression of the views of 
the Government of India. 

The two irremovable defects of Ihe gold exchange standard, 
as it functioned before the Great War, were thus stated in the 
Memorandum : 

1. The currency system was liable to break down when 
the price of silver rose above the bullion par of the rupee- 

2. When Reverse Councils were sold, Government could 
arrange, by borrowing from the Gold Standard Reserve, to 
meet sterling payments on account of the Reverse Councils 
without affecting the amount of money in circulation. 

The second defect means that currency contraction did not 
take place automatically, but depended on the will of the 
Government. For example, Reverse bills of over 7 crores in 
value were sold in 1918-19, but the amount of currency con¬ 
traction effected was nil. 

In 1919-20-21, Reverse bills of over 47 crores in value were 
sold, the currency contraction amounting to about 35 crores- 

It was pointed out in the Memorandum that these two 
defects could be remedied only by the adoption of the gold 
bullion standard or the gold standard with a gold currency 

Dr. Edwin Cannan, in his evidence before the Currency Commission, 
thus commented on the difference between the gold exchange system 
and the gold bullion standard : 

“ I think when you get on to the bare bones of the gold exchange 
system there is very little difference between the two ; some people 
say that this country (England) is on a gold exchange standard system 
now. ” Evidence Vol. V. P. 162, Q. 18,210. 

* Appendix to the Currency Report , 1925-2G, II. 43. 
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in circulation. The Memorandum thus commented on ihese 
alternatives ; — 

“ Undoubtedly the ideal to be aimed at is the system now in force 
in Great Britain! under which the note is the sole legal tender in 
circulation, and the gold value of sterling is stabilised by the 
statutory obligation imposed on the Bank of England to buy and sell 
gold at rates corresponding roughly to the par of exchange. It is 
impossible, however, to hope that conditions in India will for genera¬ 
tions be such that a full legil tender metallic currency will be no longer 
necessary. If, therefore, a gold currency is not introduced, defects in 
the Indian currency an 1 exchange system must remain indefinitely. 
There is, moreover, reason to suppose that the introduction of a gold 
currency would hasten the attainment of the ideal system, as the fact 
that notes were convertible into gold and not merely into an over¬ 
valued silver coin, would tend to increase confidence in the note-issue 
and to decrease the dem ind for metallic currency. The conclusion is 
that the only way of remedying all the defects in the system within 
a reasonable period is by establishing a gold standard with a gold 
currency in circulation.” 

A practical scheme lor the introduction of the gold currency 
standard by stages was outlined in the Memorandum, The 
estimated amount of gold required for the purpose was /T103 
millions ; of thh> amount millions was required at the 

time of the initiation of the first stage, a further f 35 millions 
within a year, and the remainder over a period of ten years. 

The scheme was rejected by the Currency Commission, 

The Go\ernment accepted the main recommendations of 
the Currency Commission, and in 1927 the exchange value of 
the rupee was fixed at 18rf gold. 

The question of a gold currency no longer a practical one. 
But it is a fact that India would prefer an automatic system of 
currency, based on a circulation of gold corns, to the gold 
bullion standard of the Hilton Young Coiniivssion A genuine 
demand for gold for currency purpose*, existed in India before 
the Great War After the sovereign became legal tender 
(1899) the import and absorption of sovereigns into circulation 
increased rapidly, and official inquiries showed that the sove¬ 
reigns were used as money. 

The attitude of the people of India towards gold is different 
from that of their Government. This is shown not only by 
the Government view of gold exports but by Government 
currency and exchange policy between 1901 and 1920. 

The gold exchange stanJard was recommended for India by 
Mr- Lindsay chiefly on the ground that under this system the 
demand for gold is reduced to a minimum. On page 12 of 
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his pamphlet entitled Ricardo's Exchange Remedy (1892), 
Mr. Lindsay thus explains the advantages of the gold exchange 
system. 

"In this way a gold standard might he established in 
India without risk and with considerable profit to the State 
and the Bank of England , and with advantage to the 
London money market . There would be no increase in the 
demand for gold , and little decrease , if any , in the demand 
for silver 

The main object of the sale of Council Bills by the Secre¬ 
tary of State for India in excess of the Home Charges was to 
reduce the movement of gold from England to India.* Again, 
in 1920, one of the reasons for fixing the exchange value of 


* Mr. O. T. Barrow, who gave evidence before the Chamberlain 
Commission as the representative of the Government of India, 
frankly told the Commission that it was “ desirable to check- the 
excessive importation of gold into India.” If gold was allowed to 
come to India, it would be used for currency or for hoarding. In 
eiher case, said Mr. Barrow, if it went into the country and stayed 
there, it would mean a further drain of gold from' England. It must 
mean a further drain, whichever it is.” 

Another witness, Mr. W. B. Hunter (of the Presidency Bank of 
Madras) who gave evidence before the same Commission, thus 
replied to Sir .lames Begbie’s question regarding the Council Bill 
system : — 

Q.—You also favour the Council Bill system with the object of 
reducing the movement of gold coin from Europe to India ?—This 
is so. 

Q.—Your objeet is to prevent gold coin coming into india V—To 
prevent unnecessary gold coin being withdrawnl from London at 
times of pressure, as I bold that a tight money market reacts on the 
Indian export trade. 

Q.—Your object is to prevent disturbance of the London money 
market ?—That is my chief object. 

Q.—You propose to achieve that by sale of bills in London to the 
extent that would be sufficient for that objeet ?—Yes. 

Mr. Lindsay before the Fowler Committee of 1898 : 

Q.—3598. Do you think that this [gold currency for India] would, 
under the circumstances, lead to an injurious appreciation of the 
standard of value ?—I think, myself, that the two uses of gold com¬ 
bined, for hoarding and for internal circulation, would be so enormous 
that it would create a serious disturbance in the London money 
market. 
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the rupee at 2s. (gold) was to lessen India’s demand for gold.* 

11. The 18d. Gold Rate. 

Exchange was fixed at 18 d. gold in 1927. In the light of 
what has happened since then, it is not uninteresting to study 
the case for the 18</. gold rate as presented to the Indian 
Legislative Assembly by the Finance Member of the Govern¬ 
ment of India. 

The Finance Member advanced 11 arguments in support of 
the 18i/. gold rate, which are reproduced below .— 

(1) The silver rupee has no natural value other than the value of 
the silver bullion which it contains. Any other \alue than this for 
the silver rupee must be artificial. 

(2) No one ratio for the rupee can possibly be permanently more 
advantageous for India than another. The question is not and never 
can be whether one particular ratio, say, Is 6tl., is permanently more 
advantageous for India than some other ratio, say 1 v. 4 d. or 2 s. 

(3) All arguments based on the belief that the fixation of one 
particular ratio is definitely and permanently advantageous or disad¬ 
vantageous to this or that interest are entirely irrelevant. 

(4) A rising rate of exchange tends temporarily to assist imports 
and discourage exports , but this tendency is often counteracted, in 
whole or in part, by movement in world prices, as happened in the 
case of India from 1922 to 1025. 

(5) A falling rate of exchange has the opposite tendeney But 
this again is ofLen counteracted by external causes affccLing the level 
of prices. 

(G) A fluctuating rate of exchange restricts the volume of trade 
and commerce and subjects both the producer and the consumer to 


""The fear is thought to exist that under free conditions India’s 
absorption of gold would diminish the chances open to other countries 
of obtaining gold to restore the value of their insufficiently bicked 
paper issue. The amount of gold going to India would depend on the 
extent to which silver purchases by the Indian Government displace 
private imports of gold as a means of balancing Indian trade ; a 
higher price limit would secure a larger supply of silver, thus dimi¬ 
nishing the gold taken by India. It follows that the fear of undue 
gold absorption would be, pro tanlo , met by the proposal to fix a high 

rate of exchange, which is recommended.below as a protection 

of the masses in India from the effect of high world prices arising out 
of the War. The volume of the currency would still be automatic, 
but the limits of the Government’s control over the proportions of its 
constituent elements as between silver and gold would be extended, 
pro tanto , by fixing a higher rather than a lower limit to the Govern¬ 
ment’s buying price of silver,” ( Memorandum submitted to the Indian 
Currency Committee of 1920 } by Mr. F, II. Lucas, Financial Secretary , 
India Office.) 




CURRENCY AND EXCHANGE 


227 


losses without necessarily profiting the middleman, who is often un¬ 
willingly made a speculator when he mould prefer to do safe business. 

(7) A stable exchange is what everyone wants and is to everybody’s 
interests. 

(8) In considering the fixing of the ratio at the present time, the 
first question must be : 41 Is the time ripe for fixing the ratio '*? The 
Currency Commission are unanimous in saving that it is. 

(9) The only other relevant question is : “At what ratio can 
stability of exchange be most easily and quickly secured ”? The 
Commission are unanimous on this point also. 

(10) The Commission arc unanimous in saying that if prices have 
adjusted themselves in a preponderant degree to the ratio of Is. fid., 
it is in the interests of India that the ratio should be fixed at Is. 0d. 

(11) If it is accepted that the time is ripe for stabilising the rupee, 
the only point open to argument is whether prices have adjusted 
themselves in a preponderant degree to the Is. fid. ratio. This is a 
question of fact to lie examined as such. 

We may accept points (l), (6) and (7) without discussion. 
The gold value conferred on the rupee was wholly artificial, 
and, other things being equal, a stable exchange is better than 
an unstable exchange : 

Sir Basil Blackett’s explanation of points (2) and (3) ’is so 
interesting as to deserve reproduction ■ 

“ Nothing is gained by the Indian exporter or, any one else, if he 
receives in payment for what he sells a larger number of rupees of less 
value instead of a sinuller number of rupees of greater value, if the 
gold or commodity \aluc of what he receives remains unaltered. This 
is exactly what happens as the following anal)si* will show : 

A sells produce with a world market or destined for export for 
1,333 rupees with exchange at Is 6/, for which if exchange were 
Is. 4d. the would get Its. 1,500. The contention is that he loses 1G7 
rupees owing to exchange being at Is. fid. 

But it is agreed by all that under a gold standard the only thing 
that matters is the gold value ol the money which a man gets for 
what he sells and pays out for what he buys. It is important to 
remember that though for convenience we talk of stabilising at Is. 

4d. what we mean to do is to fix the gold v.ilue of the rupee at 8*4751 
grains per rupee The habit of talking of the rupee in relation to its 
sterling value is responsible for more than one fallacy in the Currency 
League’s propaganda. The theory ol a gold standard is that all 
money transactions take place either in gold or in legal tender notes 
or coins with a fixed gold value, and all prices are gold prices. Now, 
with the rupee at Is. (id., the rupee has a value equal to 8J grains of 
gold. With the rupee at Is. Id., the rupee has a value of 7^ grains of 
gold. 1 ignore the decimal points for convenience. Now our friend 
A at present with the rupee at Is. fid., receives 1,333 rupees, each 
worth grains of gold With the rupee at Is. Id., he receives 1,500 
rupees each worth 7£ grains of gold. A simple sum in multiplication 
will show that in each case he receives rupees worth exactly the same 
amount in gold, viz., approximately 11,300 grains of gold. If A 
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desires to spend the whole of his rupees in buying gold, he gets exact¬ 
ly the same amount of gold whatever the exchange rate; since all 
values under a gold standard are gold values, determined, that is, by 
the value of gold, the rupees lie receives in either case give him 
exactly the same power of purchasing commodities whatever the com¬ 
modity he desires to purchase. (An Honourable Member : “Ques¬ 
tion ”). It is easy enough to question arguments but it is difficult to 
question facts.” 

The Honourable Member who interrupted the Finance 
Member was evidently not satisfied with the explanation. Nor 
would any student of economics- The ‘fact’ mentioned by the 
Finance Member cannot be questioned. The gold value of 
1,500 rupees, when exchange is lfid. gold, is equal to the gold 
value of 1,333 rupees when exchange is 18d. gold. In both 
cases the rupees received by the cultivator are worth approxi¬ 
mately 11,300 grains of gold. If no further questions are 
asked, the cultivator is neither a gainer nor a loser by the 
fixation of exchange at the higher or the lower figure. 

12. How the Cultivator gains. 

But when the cultivator receives 1,500 rupees (instead of 
1,333 rupees) in exchange for his produce sold at 16 d. gold, 
does he say to himself : “ The extra 167 rupees mean nothing 
to me, for th? gold value of Rs. 1,500 at la/. is just equal 
to that of Rs. 1,333 at 18d- ?’ f Is the cultivator in the 
village interested in the gold value of the rupee ? 

The extent to which the cultivator is a consumer of im¬ 
ported goods is so small as to be negligible. He consumes 
kerosene oil and, in some parts of the country, a little foreign 
salt. For the most part he dresses in khaddar, the product 
of his village hand-loom. When he pays an instalment of 
debt to the mahajan or the co-operative credit society, again 
he is concerned with the number of rupees, not their gold 
value. 

The gold value of the rupee has little to do with the cost 
of production of crops. The mam elements of cost are 
Government dues and bullock labour. Bullocks are a home¬ 
grown commodity, whose price is reckoned in rupees. 
Government dues, similarly, are paid in rupees, which is also 
true of charges when paid in cash, for the winnowing or 
harvesting of crops. Finally the cultivator’s implements are, 
in most cases, indigenous, not foreign. 

It would appear that the cultivator is not concerned with 
the gold value of the rupee. What he wants is a sufficient 
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number of rupees to meet his charges. If now he obtains in 
exchange for his produce Rs. 1,500 instead of Rs. 1,333, he 
is a clear gainer to the extent of Rs. 167. After paying 
Government dues and meeting other charges in connection 
with the raising of crops, the cultivator would be left with 
more money in his pockets for his personal expenses- 

The cultivator would certainly get the same amount of gold 
for his rupees, whatever the rate of exchange was, but it is 
emphatically not true that “ all values under a gold standard 
are gold values." Under a gold standard all values are not 
determined by the value of gold—only such values are 
determined by the value of gold as have some connection with 
exports and imports. Gold is different from other commo¬ 
dities. Owing to its great value in small bulk the cost of trans¬ 
portation of gold is small and under the influence of a world¬ 
wide demand, it moves quickly from one country to another. 
Other commodities move with more difficulty. But in the 
present case we are concerned with commodities which do not 
move at all- Our plough-bullocks do not enter into international 
trade—there is no competition between them and British 
plough-bullocks. Our village menials, carpenters, shoemakers, 
and agricultural labourers do not enter into international trade 
either. It may be said that water-rates and the land revenue 
have a gold value in the sense that if the rate of exchange 
fell, the burden of the ‘ Home Charges ’ would increase, 
and heavier taxation would have to be imposed all round. 
But, conceivably, the situation may he met by reducing the 
Home Charges or economies in Government expenditure ; 
conceivably more revenue may be got out of other sections 
of the population and the cultivator left alone. 

13. Exchange and Prices. 

We may now consider points 4 and 5 according to which 
the artificial exchange stimulus to exports or imports is 
counteracted by ‘movements in world prices’. It would be 
simpler and more to the point to consider adjustments in 
India to a rising oi falling exchange. 

If exchange is rising, it becomes cheaper to pay for 
imported goods, and imports increase, which may injure home 
industries. But in the long run, home manufacturers will 
increase their power of competition by reducing costs of 
production and introducing improvements in organisation. 
The weaker businesses will be eliminated ; but those which 
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survive will offer effective competition to imports In the 
long run, then, when exchange becomes stable, the stimulus 
to imports ceases to operate 

In the beginning a rising exchange may restrict exports, 
but if home producers of food stuffs and taw materials reduce 
their costs of production, the handicap imposed upon them 
will be temporary. 

A falling exchange would restrict imports by making 
them dearer. The home manufacturer is benefited thereby, 
for he can charge higher prices for his goods, or undersell 
his foreign rivals. But this advantage will disappear when 
his wages and other elements of cost rise Similarly, the 
exporter makes a gain when exchange is falling, for he 
receive^ a greater number of rupees for the same amount of 
produce exported. But in the long run his costs of pioduc 
tion will use So long as the costs of prcduction do not rise, 
the exporter makes a gain, but at the expense of other factors 
of production- Living e\idence on this point before the 
Fowler Committee on Indian Currency (lb9s) Dr. Marshall 
insisted that it was incorrect to say that i falling exchange 
gave a bounty to employers, and th it my sLimulus to exports 
relatively to imports which was not accompanied by lending 
to foreign countries, or returning loans, musi neccssirily 
lead to an equal leduction of exports relitivdy to imports. 

When these adjustments are complete, and prices are 
stabilised at the new go'd value of the currency “ there i c, l " 
as Sir Basil Blackett slid, “ ind c in be neither kiss noi gain 
to the producer or the exporter 01 any out else.” 

\\ hen the gold value of the mpec rises mpee prices will 
adjust themselves to woild gold ] uces by fall ng, it the world 
gold prices are stable. 11 the gold value ol die rupee is 
falling, the adjustment will take plice thruugb * n^e of rupee 
prices, world gold prices remaining stable. 

The Finance Member did not doubt that rupee prices had 
adjusted themselves to the 18ff geld rate If, under c uch 
conditions, there was a return to a lower rate, say 16c/, 
adjustment would mean a rise of rupee pints by J l\ pei cent, 
a rise in the co r t of living by the same amount, and a 
reduction in real wages by 11 per cent “ Does the House 
want to reduce by 11 per cent the real wages of all wage- 
earners, agricultural and industrial/’ asked Sir Basil 
Blackett, “ of all clerks and shop hands in private employ, 
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of postal employees, railway employees, to reduce the value 
of every fixed income by 11 per cent ? " The answer of the 
House was 1 No.’ The 18d. gold rate was duly placed on 
the Statute Book- Sir Basil Blackett himself looked 
forward to the future with hope and confidence. 

The influences which were expected to keep world prices 
steady ceased to work almost immediately, and influences 
which were to lower prices began to make themselves felt. 
Businessmen and traders who were bidden by Sir Basil 
Blackett to look forward to normal conditions generally and 
expanding opportunities in every direction were soon to be 
overwhelmed by a crisis of extraordinaiy intensity and still 
more extraordinary persistence. It would seem that in spite 
of the de facto 18r/. gold rate, Sir Charles Addis and 
Calcutta exchange bankers who supported him were right 
after all in thinking that it was open to question whether 
gold prices and conditions generally the world over had 
sufficiently settled down in 1927 to justify the stabilisation of 
rupee exchange/ 

1 “ And what does the admission, that prices have adjusted them¬ 
selves in a preponderant degree, mean V It means that there is no 
more reason to-day for disturbing the Is 6d. ratio than there was 
for disturbing Is. id. ratio in, say, 1907. It means that we have 
come to tiie end of a long struggle to restore equilibrium to currency 
and exchange and prices after the war upheaval. It means that the 
supply of currency lias been brought into harmony with the demand 
at the existing level oi prices and internal prices into harmony with 
each otliei and with world prices. It means that businessmen and 
traders of all kinds c.m go ahead, once the last rein tins of un¬ 
certainty are removed In placing lv.Gd. on the Statute Book with 
confidence and hope to ivpanri their activities, to launch out into 
*new and promising ventures, without any fear of seeing all their 
bright hopes upset by the \agaiies of exchange and with a prospect 
of reasonably stable prices ; also knowing as they do that strong 
influences are at work to keep world prices already at about the 
present level, they can look forward to normal conditions generally 
and expanding opportunities in every direction.” 

* In a pamphlet entitled ' Indian Currency Reform”, published 
in 1920 the present writer pointed out that the fall which had 
occurred ill rupee prices from January to September, 1923, was in 
sympathy with the fall m English and European gold prices and 
summarised his conclusions on the question of the 18c/. gold rate thus : 

“ It would thus seem that, on the basis of the information that is 
available, it is impossible to dogmatise, as the Currency Commission 
have done, about the adjustment of Indian prices to the rate of 
exchange; and if the proposal to stabilise the rate of exchange at 
1*. Gd. gold rests on this supposed adjustment, it obviously rests on 
a very weak foundation’ 1 (p. Oil). 
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In fact there had been no adjustment of Indian prices to 
the 18 d. gold rate in 1925. The evidence on the basis of 
which the Currency Commission of 1925 concluded that 
adjustment was complete, was no evidence at all. 

In a study of the price movement in relation to the exchange 
movement) it is always desirable to investigate the causes of 
the rise or fall in the prices of individual commodities. The 
rise or fall of prices is not always due to changes in the rate 
of exchange, and even if the price of a commodity falls at a 
time when exchange is rising, the amount of the fall in price 
being equal to that of the rise in exchange, the causes of the 
fall may be wholly unconnected with the rise in exchange. 
Hence the importance of the study of price fluctuations in the 
case of individual commodities. 

14. Exchange and Prices, 1861-1891. 

A detailed study of the movements of Indian prices from 
1801 to 1891 was made in connection with the Indian currency 
reform of 1893 1 The subject also attracted the atteniion 
of a foreign writer, Dr. Paul Arndt, whose work Die Kciuf- 
kraft der Rupie 1 may still be read with interest. At the 
very outset Dr. Paul Arndt says :— 

“So far as the available material permits, I shall try to 
answer the question, whether the price level has risen within 
the 25 years in question (1870—95), for each unport ant 
commodity separately ; it will then become so much the 
easier to recognise the causes to which, on the whole, the 
fluctuations in prices are to be ascribed” (italics I)r. Arndt’s). 

The general conclusion was staled thus : 

“No sensible man in India would insist that the Government 
should immediately proceed to inflate the currency with the deiinitc 
object of raising prices in the country above the level oi world prices, 
so as to reduce the exchange value of the rupee to Is. id. But it is 
the greatest mistake to think that because 1$. Cut. is the prevailing rate, 
little difficulty will be experienced in maintaining exchange at that 
rate in the future. Bet us gain some more experience of the 1$. 0 d. 
exchange before permanently fixing the exchange value of the rupee 
at this rate. 

“What I have said in the preceding Chapters must not be inter¬ 
preted as an argument in favour of the immediate stabilization of 
exchange at Is. Id,; but it is a strong argument for waiting M ( italics of 
1926. p. 83). 

1 Papers relating to Changes in the Indian Currency System Simla, 
1803, pp. 31-52. 

2 Tuebingen. Vcrlag der H. Laupp'sclien Buchliandlung. 
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Similarly, O’Conor, in his paper on prices, written in 1892, 
undertakes a detailed examination of the fluctuations in the 
prices of articles of import and export, and of wholesale as 
well as retail prices. 

This is the only right and proper method of investigation 
in such a case. It is most remarkable that the Royal 
Currency Commission of 1925 should have recommended the 
stabilization of the rate of exchange at Is- 6d., mainly on 
the ground that Indian prices had become adjusted to the 
rate of exchange, without having considered whether, in the 
case of the larger number of the more important commodities, 
such adjustment had taken place. The Currency Report 
does not contain a single reference to the price of any article, 
whether of import or export. 

15. Exchange and Prices, 1924—25. 

The Currency Commission confined their examination to a 
study of index numbers of prices, l'or Irdian prices they 
took the Calcutta series of index numbeis as their guide; for 
‘world gold prices’ they took an average of index numbers of 
the United Kingdom and the United States. Their examina¬ 
tion showed that ‘from Oct- 1924 to Sept- 1925 there was a 
rapid and violent downward movement of the rupee price 
level which was not the reflection of any similar movement in 
world prices ’ (para. 86). The conclusion appeared to them 
‘almost irresistible that the maiked fall in rupee prices in the 
first half of 1925 represented largely the tendency of those 
prices to adjust themselves to the rise in exchange, the 
greater part of which had occurred in the preceding year* , 
(para. 187). 

There is no question about the fall in rupee prices. The 
Calcutta index number fell from 17b in Dec. 1924 to 158 in 
Sept- 1925- Hilt did world gold prices remain stationary 
during this period ? 

The course of gold prices in the United States and in 
European countries in 1925 was not the same- While prices 
in the United States remained fairly steady, gold prices in 
Europe fell appreciably- An average of price index numbers 
of the Hoard of Trade and the Bureau of Labour (United 
States) is misleading. To obtain a general view of world gold 
prices we must study the movement of gold prices in the more 
important countries of the world. 
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The following table shows the index numbers of wholesale 
gold prices in 1925 in the United States and 14 countries of 
Europe :— 

International Index Numbers of Wholesale Prices in Gold. 
(1913-14=100). 
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The figures have been calculated in the case of each 
country with reference to pre-war prices; they are comparable 
only in regard to their movement. 
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(Source : Wirtschaft und Statistik, Berlin, published by the 
Government Statistical Department), 1 February , Heft 
1926 , p . 84.) 

The index number of the United States for September was 
the same as that for January. But in 12 out of the 14 
countries of Europe prices in September 1925 were lower 
than in January. The extent of the fall in different cases 
was as follows : - 

Fall in Gold Prices in September 192) as compared with 
January 1925 : — 
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The explanation of the fall in Europe of gold prices in 1925 
is “increasing economic stagnation in most oJ the Euiopean 
countries” 1 in contrast to the favourable conjuncture in the 
Uni ed States. Prices had been rising in the year 1924, and 
the rise of prices was partly speculative. The fall of prices in 
1925 was in some measure due to a reaction against inflated 
prices, and mainly to incieased production. The revival of 
trade in the United States raised prices in the month of July 
in that country to the level ot January, but “increasing de¬ 
pression” in Europe continued to lower prices in the great 
majority of European countries. 

It will have to be admitted that the downward movement 
of Indian prices was in sympathy with the world gold prices. 
In these circumstances all talk of adjustment of rupee prices 
to the 1 tid. gold rate is meaningless. 

16. The Sterling Exchange Standard. 

The abandonment of the gold standard by the United 
Kingdom in 1931 was due to the realisation thataL the rate 
of £=4*86b, the pound was over-valued. In theory no rate 

1 Wirtschaft und Statistik, 1 Heft 1986, pp. 84-85, 
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of exchange is permanently advantageous because, in the 
long run, costs and prices are adjusted to the rate of exchange. 
But the process of adjustment, when a currency is over¬ 
valued, is extremely painful; it is rendered difficult by the 
comparative inelasticity of costs, resistance on the part of 
workers to cuts in wages, and the high level of taxation which 
has to be maintained when the burden of public debt is 
heavy. Adjustment through devaluation or depreciation isN 
the easier and the more sensible course. 

Our Government made the discovery that the rupee was 
overvalued at 18d. gold precisely on the same date on which 
the United Kingdom abandoned the gold standard. 

Since the 18d* sterling rate is being maintained, India may 
be said to be under the sterling exchange standard. In war¬ 
time all dealings in foreign exchange are strictly controlled 
by Government. But before the outbreak of the present war 
sterling was freely bought and sold. On the establishment of 
the Reserve Bank, the duty of maintaining the 18 d. sterling 
rate devolved on our Central Bank. The Reserve Bank Act 
provides for the buying and selling of sterling by ihe Reserve 
Bank at 18 i\,d* and 17 i'\d* respectively. The cost of transpor¬ 
tation of gold per rupee is \d ■ per rupee, so that the upper 
and lower specie points of the 18rf. rupee are 181 or 18i l ,,£/. 
and 17J or 17 ( 4 ?rf. If the Reserve Bank is always ready to 
buy sterling at 18Arf., exchange cannot rise above the upper 
specie point, 18i 4 () ^. ; if the Reserve Bank is always ready to 
sell sterling at a rate not more unfavourable than 17 Vld* 
exchange cannot fall below the lower specie point, 1 Hid. 
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BANKING 

The Indian money market consists of indigenous as well 
as foreign elements. The village money-lender, the private 
banker in towns and shroffs in the Presidency towns form the 
foundation of the Indian credit system. On this foundation 
there has been erected a superstructure of credit, a banking 
organisation, such as exists in a much more developed and 
complicated form in the West. Both the elements, Indian 
and foreign, perform useful functions, but the indigenous 
banker plays the more important part in providing the agri¬ 
culturist and the craftsman with the credit which they need, 
and also in the financing of the internal trade of the country. 

1. The Imperial Bank of India. 

Before the constitution of the Reserve Bank, the Imperial 
Bank of India did duty as a kind of Central B^nk. The 
Imperial Bank was founded in 1921 by amalgamating the 
three Presidency banks of Calcutta, Bombay and Madras. 
The Imperial Bank is not a State bank, but its connection 
with the Government of India was a close one. 

The Imperial Bank kept the whole of Government balances 
on which it did not pay any interest. Before the foundation 
of the Imperial Bank Government used to keep a substantial 
portion of its balances in Reserve Treasuries at Calcutta, 
Bombay and Madras. This Independent Treasury System 
was held to be in the main responsible for the stringency of 
money in the busy season, but its abolition did not give much 
relief to the money market. By the terms of its Charter the 
Imperial Bank is allowed to draw, accept, discount, buy and 
sell bills of exchange and other negotiable instruments in 
India and Ceylon only. The Bank is also prevented from 
making any loan or advance for a longer period than six 
months and except on the security of two names- 

The establishment ot the Reserve Bank alters the position 
of the Imperial Bank and its relations with the Government. 

237 
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An agreement has been concluded between the Reserve 
Bank and the Imperial Bank. By this agreement, the 
Imperial Bank is the sole agent of the Reserve Bank at all 
places in British India where there is a branch of the Imperial 
Bank which was in existence at the commencement of the 
Reserve Bank of India Act (1st April, 1935), and there is no 
branch of the Banking Department of the Reserve Bank. 
The Imperial Bank receives a commission from the Reserve 
Bank for performing at these places, on behalf of the Reserve 
Bank, the functions which it was performing on behalf of 
the Governor-General in Council before 1st April, 1935- 
Finally, for maintaining branches not less in number than 
those existing before 1st April 1935, the Imperial Bank was 
to receive fiom the Reserve Bank a payment of 9 lakhs per 
annum during the first five years of the agreement, 6 lakhs 
per annum during the next five years, and 4 lakhs per annum 
during the next five years. 

2. The Exchange Banks. 

The main business of the Exchange banks is to fin¬ 
ance India’s import and export trade. They viewed the 
proposal to ama ] gamate the three Presidency Banks into 
the Imperial Bank of India with a certain amount of 
misgiving, as they thought that the new Bank might attack 
their monopoly, i.e , the exchange business- In a speech 
delivered in April, 1920, the Chairman of the Chartered Bank 
of India (Exchange Bank) said that the Exchange banks 
were not hostile to the proposed amalgamation, ‘always pro¬ 
vided that the present intention of not competing with the 
Exchange banks in their ordinary business of exchange is 
fully and honourably adhered to.” The Exchange banks 
have preserved their monopoly—the Imperial Bank is not 
allowed to compete with them in their special business and 
the Indian Joint-Stock banks, with only a few exceptions, 
have no foreign branches, and do not enjoy the same facilities 
as the Exchange banks for undertaking exchange business. 

The Reserve Bank is authorised to purchase, sell and 
discount bills of exchange (including treasury bills) drawn in 
the United Kingdom and maturing within 90 days from the 
date of purchase but ordinarily only through a scheduled 
bank. 

The Exchange banks may be divided into two groups: 
banks doing a considerable portion of their business in India, 
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and Banks which are merely agencies of large banking cor¬ 
porations doing business all over Asia- Their total number 
is 19. In addition to the exchange business they do ordinary 
banking business, and thus compete with the Imperial Bank 
and the Indian Joint-Stock banks. But they take very little 
part in the financing of the internal trade- 

Our foreign trade is financed as follows. The Exchange 
banks in India collect on maturity the bills drawn on InJian 
importers for goods purchased by them. These bills are sent 
to the Exchange banks either direct by the foreign drawer 
or by a bank which has purchased the bill from the foreign 
drawer. The Exchange banks also supply knowledge to the 
foreign exporter about the financial position of the purchasing 
firms in India- 

With the proceeds of the import bills received by them for 
collection and the deposits they obtain the Exchange banks 
purchase the exporters’ bills offered to them. But the balance 
of trade in merchandise is generally in India’s favour. The 
funds that the Exchange banks have in India are generally 
insufficient for purchasing the exporters’ bills, and they have 
to supplement their resources in other ways. Till recently 
the Exchange banks did so by purchasing the Secretary of 
State’s Council bills ; at present they add to their funds by 
selling sterling to Government. They also import sovereigns, 
and gold and silver bullion. 

3. Indigenous Bankers. 

The village Mahajan, Mahajans in towns and shroffs in the 
Presidency towns, the Joint-Stock banks, and the Imperial 
Bank all take a share in the financing of the internal trade. 
The importance of the part played by the Mahajan in the moving 
of crops from the village to the local market called the mandi y 
and from local markets to large towns and the ports cannot 
be exaggerated. He finances (a) agricultural operations, 
which is financing industry and (6) trade, which is a com¬ 
mercial function. The village Mahajan, who is the centre of 
the whole system, as the Indian village is the centre of Indian 
economic life, is not only a money-lender, but a dealer in 
grain and other goods. He possesses his own capital, but bas 
also business connections with bigger Mahajans in the larger 
towns, who deal with Joint-Stock banks, 
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Hundi sare used in the internal trade of India. The hundi 
is an internal bill of exchange. A considerable portion of the 
business of Indian banks consists in making advances against 
hundi: s. The shroffs in the Presidency towns purchase hundis 
on their own account, and have recourse to banks for dis¬ 
counting hundis only when they have exhausted their resources. 
They purchase hundis from smaller shroffs, and these from 
other shroffs in the smaller towns or villages. 

Even before 1921 the connection between the Presidency 
Banks and up-country trade was very close, and the opening 
of 100 new branches, within five years, which was one of the 
conditions imposed upon the Imperial Bank when it was 
constituted in 1921, was meant to render this connection 
closer still. By the rates which the Imperial Bank charged 
on the discount of hundis, and the extent to which it showed 
itself willing to buy hundis , it materially affected the supply 
of credit in the money market in and outside the Presidency 
towns. 

The connection between the rates of discount charged by 
shroffs and the official hundi rate of the Imperial Bank was 
not always a close one- Sometimes in the busy season the 
shroff’s rate was higher than the Bank rate; in the slack 
season, the shroff’s rate was lower than the Bank rate. The 
undercutting of the Bank by the private banker is possible 
because he has considerable financial resources of his own, 
which are employed exclusively in financing the internal trade 
of the country. When the Imperial Bank found that it was 
getting very little business in hundis , and much of 
its cash was lying idle, it lowered its hundi rate. On the other 
hand, when it was very hard pressed for money, it refused to 
buy new hundis . 

4. Joint-stock Banks. 

The growth of Indian Joint-Stock banks has been rapid. 
In 1870 the number of reporting banks was 2, with capital 
and reserve of ll« lakhs and deposits amounting to about 14 
lakhs. In 1900 the reporting banks had capital and reserve 
of li crores and deposits amounting to 8 crores. Thirteen 
years later the number of banks increased to 18, capital and 
reserve to about 2 h crores and deposits to over 22J crores. 
The progress of the Joint Stock banks in more recent years is 
shown by the following table ; 
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Indian Joint-Stock Banks (with Capital and Reseri'e of 
Rs, 5 lakhs and over). Position on 31st December 
of each year 



1918 

1927 

1989 

Reporting banks, No. 

18 

29 

51 

Paid-up capital. Crores 

2 3 

6*9 

8‘3 

Reserve and rest „ 

1’3 

4'2 

5 3 

Total ,, 

3'6 

m 

13'6 

Deposits ,, 

22*6 

h0'8 

100 7 

Cash balances „ 

ro 

7*7 

10*7 


The percentage of cash to deposits used to be unduly low. 
Attention was drawn to it by J.M. Keynes before the Great 
War, and he predicted trouble. The crisis in banking which 
occurred in 1913 was very severe. Between 1913 and 1 17 
no less than 87 banks failed with a paid-up capital of l^f 
crores. The largest number of failures occurred in 1914 (42 
banks with a paid-up capital of over 1 crore). 

The crisis was due to lack of experience and mismanage¬ 
ment, and, partly, to the attempt to finance industries with 
short-term deposits. 


On 31st of December 1939, Lhe Imperial Bank, out biggest 
joint-stock bank, had a paid-up capital and reserve of 
Rs. 11} crores and deposits amounting to 88 crores. 

On the same date 19 Exchange Banks had deposits in 
India and Burma amounting to 74 crores. 


The following statement shows the Scheduled Banks’ 
consolidated position in India and Burma in 1939-40 (annual 
average of Friday Figures) : 




Figures in Lakhs of Hb. 

U) 

Demand liabilities 

.. 1,3<V>5 

(7011 

(W 

Time liabilities 

1,06,03 

(40b) 

(c) 

Cash 

7,08 

( 35) 

(</) 

Balances with Reserve Bank 17,43 


(e) 

Excess of (d) o\er the 




Statutory minimum 

833 



Vo of (c t d) to (a 4 b) 



(/) 

Advances 

. 1,25,89 

(442) 

(«) 

Bills discounted 

5.25 

( 28) 


o of (/+*) to Irt + fr) 

53'38 



(Burma figures are shown in brackets.) 
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The balances which the Scheduled banks are required to 
maintain with the Reserve Bank are known as the ‘statutory 
minimum 1 . The reader will presently learn what is meant 
by 'Scheduled banks’. 

5- Are banking facilities adequate ? 

At the end of 1940 the number of offices and branches of 
banks in India and Burma was as follows : 

No. of Offices 


Reserve Bank of India 

8 

Imperial Bank of India 

390 

Exchange Banks 

101 

Other Scheduled Banks 

857 

Non-Scheduled Banks having 


capital and reserves of 


Ks. 50,000 and over 

718 

Total 

2,074 


This was the position at the end of 1940. At the end of 
June, 1943, the offices and branches etc., of Scheduled 
banks had risen to 1,600. Information about other banks is 
not available, but very probably the total number of offices 
and branches of all banks at the present time is well under 
3,000. This may be compared with 15,000 banking corpora¬ 
tions in the United States in 1938. 

In 1928, when there were fewer branches, pay offices etc. 
of banks in India, the foreign experts, who were appointed by 
the Goverment of India to review the recommendations of 
the Central Banking Enquiry Committee, wrote : 

“The question whether the banking facilities of India are 
sufficiently large for the economic needs of the country has 
in the Enquiry [the reference is to their Indian colleagues] 
been almost unanimously answered in the negative by the 
□on-bankers. The criticism cannot be fully upheld from an 
expert point of view. 1 ’ 

The expert point of view was that the country was not 
‘abounding with untapped banking possibilities’, and that it 
was even doubtful whether or not some up-country places 
were ‘rather over-banked’. 

Speaking in 1937, the late Sir J. B. Taylor, Governor of 
the Reserve Bank, thus referred to the increase in the total 


* Report, p 620 , 
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number of branches, pay offices etc of the Scheduled banks 
during 1936-37, from 723 to 828 “Though this increase is 
welcome, it is obviously still very meagre when the vast 
potentialities are considered and it is to be hoped that, with 
the spread of banking education and the consequent increas¬ 
ing availability of trained Indian bankers, the process may 
develop on a largely increasing *cale, because it is in the 
expansion of branches by the scheduled banks that one of 
the main solution lies of building up rural credit and 
developing the potentialities of the country ' {Rebort of the 
Second Annual General Meeting of Share holders of the 
Resene Bank of India , Hth February 1917 , p 11.) 

6 A Central Bank for India. 

\ Bill to establish a central bank in India, called the 
Reserve Lank, was introduced in the I egislative Assembly 
in January, 1927 It was described by Sir Basil Blackett 
as “ one of the greatest measures of financial liberalism ever 
brought forward by the Government of India.” 

The establishment of a Central Bank in India was recom 
mended by the Currency Commission of 1925. They pointed 
out the inherent weakness of a system in which the control 
of currency and credit was in the hands of two distinct 
authorities the credit situation being controlled by the 
Impen IBank of India and the currency situation by the 
Government 1 he currency and banking reserves of the 
countiy were also separately managed. The unification of 
the control of currency and credit could only be brought 
about by the creation of a central bank enjoying the sole 
right of note issue, and independent of the State The 
Currency Commission recommended that the central bank 
should be a shareholders bank, with a fully paid-up capital of 
Rs 5 crores In making their recommendaticns regarding 
the management of the central bank they kept in view the 
Resolutions parsed both by the International Financial 
Conference ot Brussels (1920) and that of Genoa (1922) to 
the effect that 1 Banks, and especially Banks of issue, should 
be free frem political pressure, and should be conducted 
solely on lines of prudent finance 

The Currency Commission distinctly laid it down that no 
person should be appointed President or Vice-President of a 
Local Board, or should be recommended as a member of the 
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Central Board, who was a member of the Governor General’s 
Council, the Council of State, the Legislative Assembly, or 
of any of the Provincial Governments or Legislative Councils. 

Differences arose in the Legislative Assembly on two 
points. In the first place the Assembly, by a majority, de¬ 
cided that the Central bank should be a State Bank , secondly 
the Assembly insisted on the inclusion of representatives of 
Central and Provincial Legislatures in the Board of 
Directors 

Indian opinion preferied a State bank, that is a bank with 
capital subscribed by the Government, in place of a bank with 
private share-capital The advantages of a shareholders’ 
bank were recognised , the board of management is elected by 
the shareholdeis, and this provides a ready-made constituency 
for the selection of i representative directorate further, 
members of the board have themselves contributed to 
the capital ol the bank, and they aie accountable to 
the share-holdeis for money which they have contri¬ 
buted Such a bank may al o be completely independent of 
the State. But the feai of non officials was that in the 
special circumstances of India a central Dink directed by a 
body responsible only to a number of privite share holders, 
would tend to be controlled by vested interests, and that its 
utility to the public might even be endangered by a conflict 
of interests within the management of the Bank between 
Indian and external capital. 

\s the differences between the oHici il ind non-official 
points of view proved ineconcilable, Government announced 
on 8th September, 19 ; 7, that the> did not intend to proceed 
with the Bill. Later, on lebruiry b 192a, discussion on 
the Bill was resumed, but Lhe rejection by the Vssembly of 
Clause VIIJ, relating to the constitution of the Boaid of 
Directors, ended the discussion 

A new \ct constituting the Reserve BanU of India received 
the assent of the Governor General on bth March, 1934. 
The object is “to regulate the issue of bank rotes and the 
keeping of reserves with a view to securing monetary 
stability in British India and generally to operate the 
currency and credit system of the country to its advantage." 
The Act leaves the question of thi monetary standard best 
suited to India to be settled later , it only makes “temporary 
provision on the basis of the existing monetary system ” 
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7. The Reserve Bank of India. 

(a) Constitution- The Reserve Bank is a share-holders' 
bank. The share capital of the Bank is 5 crores, divided 
into fully paid-up shares of Rs. 100 each. The nominal 
value of the shares originally assigned to the various 
Registers is as follows : Bombay 140 lakhs, Calcutta 145 
lakhs, Delhi 115 lakhs, Madras 70 lakhs, and Rangoon 80 
lakhs. British subjects ordinarily resident in India but 
domiciled in the United Kingdom or in the British Domini¬ 
ons, and companies incorporated in the United Kingdom or 
the British Dominions having a branch in British India, 
may become share-holders of the Reserve Bank, provided the 
Dominion concerned does not discriminate in any way against 
Indians- 

The Central Board consists of a Governor and two Deputy 
Governors appointed by the Governor General in Council, 
4 Directors nominated by the Governor Genetal in Council, 
8 Directors elected on behalf of the share holders on the 
various Registers, and one Government official nominated by 
the Governor-General in Council. In each of the live areas 
there is a Local Board consisting of 5 members elected from 
amongst themselves by the share-holders on the register for 
that area and \ members nominated by the Central Board 
from amongst the same shire-holder c .* 

The Business which the Bunk may Transact . The 
Bank may purchase, sell and ledisronnt bills of exchange 
and promissory notes (r/) diawn and payable in India, matur¬ 
ing within ( /() clay and anting out of bon i fide commercial or 
trade transactions, (b) drawn and payable in India, maturing 
within 9 months and drawn or issued for the purpose of finan¬ 
cing seasonal agricultural operations oi the marketing of crops, 
and (c) drawn and payable in India, issued or drawn for the 
purpose of ho'ding or trading in securities of the Government 
of India, or a Local Government, or specified securities of 
States. In each case one of the signatures on the bill must 
be that of a scheduled bank. 

* Excepting the Governor, Deputy Governor or the Director 
nominated by the Governor-General in Council, no person may be a 
Director oi a member of a Local Hoard who is a salaried Government 
official or a salaried official of a State in India, is an officer or 
employee of any bank, or is a Director of any bank other than a bank 
which is a society registered undei the Co-operative Societies Act of 
1912 . 
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The Bank may make to States in India, local authorities 
and provincial co-operative banks loans and advances against 
specified securities, which include promissory notes of any 
scheduled bank, or a provincial co operative bank, supported 
by documents of title to goods which have been pledged to 
any such bank as security for a cash credit or overdraft 
granted for bona fide commercial or trade transactions, or the 
marketing of crops. 

The Bank may purchase and sell Government securities of 
the United Kingdom maturing within 10 years from the date 
of purchase, and the securities of the Government of India 
or of a Local Government of any maturity. The amount 
of such securitiesheld at any tune in the Banking Department 
will be governed by definite rules. 

The Bank acts as agent for the Secretary of State in 
Council, the Governor-General in Council, or any Local 
Government or Local authority or State in India, in the 
transaction of financial business, which has been defined. In 
addition, it receives money from them on deposit (without 
interest) and also from banks and any other persons. 

(6) Business which the Bank may not Transact. The Bank 
may not (1) engage in trade or otherwise have a direct interest 
in any commercial, industrial or other undertaking, 
(2) purchase its own shares or the shares of any other 
bank or company or grant loans upon the security of 
any such shares, (3) advance money on mortgage of immov¬ 
able property, (4) make unsecured loans or advances, (5) 
draw or accept bills payable otherwise than on demand, and 
(6) allow interest on deposits or current accounts. 

(c) Central Banking Functions. The Government of Indil 
and Local Governments shill entrust the Bank with all their 
money, remittance, exchange and banking transactions in 
India and, in particular, shall deposit, free of interest all their 
cash balances with the Bank. 

The bank has been entrusted with the management of the 
public debt and with the issue of new loans. 

The bank has taken over the note-issue from the Govern¬ 
ment of India and has the sole right to issue notes. 

As in the case of the Bank of England, the Issue Depart¬ 
ment of the Bank is separate and wholly distinct from the 
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Banking Department. The notes are a liability of the Issue 
Department alone. The notes issued (lowest denomination 
Rs. 5) are legal tender. 

Of the total amount of assets of the Issue Department, 40 
per cent shall consist of gold com, gold bullion or sterling 
securities. The remainder of the assets (60 per cent) shall 
be held in rupee coin, Government of India rupee securities 
of any maturity, and such bills of exchange and promissory 
notes payable in British India as are eligible for purchase by 
the Bank. But the amount held in Government of India 
rupee securities shall not at any time exceed one-fourth of 
the total amount of the assets, or 5G crores of rupees, which¬ 
ever amount is greater, or, with the previous sanction of the 
Governor-General, such amount plus a sum of ten crores of 
rupees* 

Of the assets in the form of gold or gold com, 85 per cent 
shall be held in British India. 

The reserve requirements may be suspended (for periods not 
exceeding 30 days in the first instance, which may be extend¬ 
ed by 15 days) on the payment of a tax by the Bank upon 
the amount by which the holding of gold coin, gold bullion 
and sterling securities is reduced below the prescribed mini¬ 
mum- The tax shall be payable at the bank rate for the time 
being in force with an addition of one per cent per annum 
when such holding exceeds per cent of the total amount 
of the assets, and of a further 14 per cent per annum in 
respect of every further decrease of 2\ per cent or part of 
such decrease. 

( d ) Relations with other Banks. The expression 'Scheduled 
banks” has been used above- These are banks mentioned in 
a schedule attached to the Reserve Bank Act- Their 
number is now 70- The law requires that every scheduled 
bank shall maintain with the Reserve Bank a balance the 
amount of which shall not, at the close of business on any day, 
be less than 5 per cent of the demand liabilities and 2 per 
cent of the time liabilities of such bank in India- (The 
liabilities in this connection shall not include the paid-up 
capital or the reserve, or any credit balance in the profit and 
loss account of the bank, or the amount of any loan taken 
from the Reserve Bank). Weekly returns shall be submitted 
by every scheduled bank to the Governor-General in Council 
and the Reserve Bank showing, among other things, its 
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demand and time liabilities, its balance at the Reserve Bank, 
and the amount of advances made and of bills discounted by 
it. The Reserve Bank will also submit a weekly return of 
the Issue and of the Banking Department to the Governor- 
General in Council- 

It is thought that the percentages for minimum reserve 
balances are somewhat high for India, but they are lower than 
the percentages recommended by the Currency Commission— 
10 and 3 per cent respectively for demand and time liabilities. 

To make the control of credit by the Reserve Bank effective 
it was essential that the requirements regarding the mainte¬ 
nance of the minimum reserve balance with the Reserve 
Bank should apply to as large a number of banks as possible, 
and in this respect Schedule 1 is satisfactory. 

As a compensation for the obligation imposed upon 
scheduled banks to maintain compulsory deposits free of 
interest in the Reserve Bank, the facilities which the Reserve 
Bank provides in the way of re-discount of bills of exchange 
and promissory notes will be restricted to the scheduled banks. 

The Banks will ordinarily only re-discount bills of exchange 
and promissory notes, but the power of direct discount, or 
open market operations, has not been withheld from it- How¬ 
ever, to prevent indiscriminate competition with the commer¬ 
cial banks, it has been provided that this power shall be 
exercised only when, in the opinion of the Board, such action 
is necessary or expedient in the interests of Indian trade or 
commerce- 

8, Question of Elasticity. 

There was a provision in the old Paper Currency Act for the 
issue of emergency currency against internal bills of exchange 
or hundis. This device imparted a certain measure of elasticity 
to the currency system- Its working however, was not un¬ 
attended with difficulties, and in 1924, in spite of the loan of 
Rs. 22 crores to the Imperial Bank under the provision 
mentioned above, the Government had to assist the market 
by expanding the note-issue to the extent of a further Rs- 12 
crores against British Treasury bills, earmarked to the Paper 
Currency Reserve in London. The chief difficulty in connec¬ 
tion with the issue of emergency currency against commercial 
bills is that the internal trade of India is, for the most part, 
financed by a system of cash credits, and the Imperial Bank 
has found it difficult to secure an adequate volume of bills 
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as cover against the seasonal increase, with the result that the 
Government were compelled to meet the demand for 1 
additional currency by regulating their holding of sterling! 
securities in the Paper Currency Reserve. On more than one 
occasion the Imperial Bank had to put pressure on its 
clients to convert cash credits into hundis in order that it 
might have self-liquidating liundis to put up as a cover 
against the loan from the Paper Currency Reserve. These 
hundis or bills, although they represented a real demand for 
finance for trade, did not represent any definite goods or com¬ 
modities, being in fact manufactured bills substituted for cash 
credits. 

The provisions of the new Reserve Bank Act, relating to 
the issue of emergency currency, have been so framed as to 
meet these difficulties. 

In the first place, the Bank is authorised to transact the 
purchase, sale and re-discount of internal bills of exchange 
and promissory notes drawn or issued for the purpose of 
financing seasonal agricultural operations or the market¬ 
ing of crops. These bills or promissory notes (as we 
have seen) must bear two or more good signatures, 
one of which shall be that of a scheduled bank or a provincial 
co-operative bank, and they must mature, within nine months 
from the date of purchase or re-discount. 

In the second place, in view of the prevalent system of 
financing the internal trade by cash credits and the difficulty 
of securing an adequate volume of hundis for the purpose, 
the Bank would be authorised to make loans and advances 
repayable on demand, or within 90 days, against the security 
of promissory notes of any scheduled bank or a provincial 
co operative bank on certain conditions. 

Finally, elasticity is imparted to the whole system by the 
provisions of the Act relating to the suspension of the reserve 
requirements. 

9. Scarcity of Bills. 

Indian Joint-Stock Banks hold a comparatively small 
amount of bills. As compared with their holding of bills 
their investments (mostly in Government securities) are large. 
The Central Banking Enquiry Committee found that six 
Indian Jomt-Stock Banks in 1928 held bills of 1,23 lakhs, 
while their ‘Investment’ amounted to 20 crores. The expla¬ 
nation partly lies in the attractive yield of Government 
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securities. Further, Government securities are more helpful 
in maintaining a liquid position. 

To facilitate the use of bills the Central Banking Enquiry 
Committee, suggested : 

(1) a lowering of the stamp duty on bills ; 

(2) the stocking for sale by Post Offices of bill forms 
printed in English and the vernacular ; 

(3) validating of the noting of dishonour and protest by 
recognized associations of banks, shroffs or merchants, and 

(4) standardization of customs governing the hundis .* 

Of special interest is the Agricultural Credit Department 
of the Reserve Bank. The functions of this Department are 
(1) to maintain an expert staff to study all questions of 
agricultural credit, and (d) to co-ordinate the operations of 
the Reserve Bank in connection with agricultural credit and 
its relations with provincial co-operative banks or organisations 
engaged in the business of agricultural credit. 

10. The Reserve Bank and Exchange. 

From the 1st of April, 193 5 the Reserve Bank took over 
the duty of supplying the Secretary of State with sterling for 
his London requirements. 

There was a sharp fall in exchange in the middle of 1938, 
and on June 6 Telegraphic Transfers were quoted at Calcutta 
at 17 id. 

The fall in exchange caused speculation in regard to the 
action to be taken by the Reserve Bank to maintain the 18 d. 
sterling ratio. 

Both the 'Economist’ and the ‘Statist’ commented on the 
weakening of the rupee. The ‘Economist’ mentioned ‘the 
adverse trade balance’ as the foremost reason for the weakness 
of the rupee. The trade balance was not actually adverse but 
the amount of the favourable trade balance had decreased- 
This is a serious matter, considering India’s debtor position. 
It is with surplus exports that we meet our obligations 
abroad. 


* Section S92-3 of the Report . 
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The 'Economist’ said : “Before long the Reserve Bank may 
be forced to carry out its statutory duty of holding the rupee.” 
Is it the statutory duty of the Reserve Bank to hold the 
rupee ? An inspired statement, which appeared in the C. & 
M. Gazette of May 1, sought to correct the ‘mistaken 
impression’ that it was the duty of the Reserve Bank to 
maintain the 18 d. rate ! 

The Reserve Bank is under obligation both to buy and 
sell sterling within the specie points. Ssc. 40 of the Reserve 
Bank Act is quoted below : 

“The Bank shall sell to any person, who mikes a demand in that 
behalf, at its office in Bombay, Calcutta, Delhi, Madras or Rangoon, 
and pays the purchase price in legal tender currency, sterling for 
immediate delivery in London, at a rate not below one shilling and 
five pence and forty-nine sixty-fourths of a penny for a rupee, 

"Provided that no person shall be entitled to demand to 
buy an amount of sterling less than ten thousand pounds.” 

Section 41 of the Reserve Bank Act is concerned 
with the purchase of sterling by the Reserve Bank, at a rate 
not higher than one shilling and sixpence and three-six¬ 
teenths of a penny for a rupee.” 

Thus section 40 definitely makes the Bank responsible for 
preventing exchange from falling below the lower specie 
point It is a statutory obligation imposed upon the Bank, 
and that is what ‘holding the rupee’ means. And that is how 
a central bank maintains the legal rate of exchange. The 
day-to-day exchange value of a currency is determined by 
supply and demand for foreign remittance, but if the law of 
supply and demand tends to depress exchange below the 
lower specie point, the Central Bank must intervene. If, 
when exchange tended to fall below ls.5-49 / 6frf , the Reserve 
Bank declined to sell Reserve bills at Is. 5-49/h4d. per rupee, 
it would fail to carry out its statutory obligation. 

11. Applicability of the Theory of Central Banking 
to India. 

To all intents and purposes India now possesses a central 
banking structure like that in other countries. Differences, 
for example, between the Indian and the American system 
are of a minor character, The United States has 12 Federal 
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Reserve Banks, while we have only one Central bank, 
but the 12 Federal Reserve banks of the United States 
function as a single organism and their operations 
are directed by a single Board. For Reserve requirements 
American banks are divided into three groups, Central 
Reserve City banks, Reserve City banks and Country banks. 
The reserve requirements in U. S. A are higher than in India, 
5% of time deposits for all classes of banks, and 12'n, 17 4% 

and 22\°'n of demand deposits in the case of Country Banks, 
Reserve City banks and Central Reserve City banks 
respectively. Corresponding to our scheduled banks, America 
has ‘member banks’. About 43 per cent of the commercial 
banks belonged to the federal reserve system in 1938. The 
member banks own the federal reserve banks. The Federal 
Reserve Banks enjoy the same power of open market opera¬ 
tions as the Reserve Bank of India. As in India, the minimum 
gold reserve against federal reserve notes (which have 
replaced National bank notes) is 40'V.. As in India, this 
requirement may be suspended on the payment of a graduated 
tax to the Government under certain conditions. 

The relations of the Reserve bank of India with scheduled 
banks are essentially the same as those in the Federal 
Reserve system. The Reserve Bank grants temporary 
accommodation only. It may refuse to rediscount the paper 
of any particular scheduled bank without assigning a reason- 
In granting accommodation it takes into consideration not 
only the nature of the security offered but also the general 
character of the investments of the applying bank and the 
manner in which its business is being conducted. The 
Reserve bank also endeavours to ensure that the credit 
granted by it is not misused in anyway. Similarly, in U. S. A. 
the Federal Reserve Banks now seek to control not merely 
the quantity of credit which they grant to member banks, 
but also its quality. After the banking crisis of 1929 the 
control of the federal reserve system over the member banks 
was tightened. 

We have, however, no insurance of deposits as in the 
United States. Compulsory insurance of deposits to a maxi¬ 
mum sum of, say, Rs. 5,000 of any one depositor in any one 
bank would protect all but the biggest depositors and tend to 
increase the confidence of the public in joint-stock banks. 
The maximum limit is 5,000 dollars in U. S- A. 
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Apart from the insurance of deposits we possess a central 
banking system like that of the United States- But central 
banking in India has not the same significance as in America 
or other countries. 

12 Credit control- 

The chief function of a central bank is to control credit, 
and through credit control, prices. The terms of credit deter¬ 
mine the rhythm of business life. They are not constant, 
but rise and fall about an ‘equilibrium position.* When the 
terms of credit are lower than Lhe equilibrium level, prices 
rise and profits are made by entrepreneurs, or there is a 
boom. This continues until the terms of credit and their 
equilibrium level are brought closer together. If the terms 
of credit are higher than the equilibrium level, prices fall and 
entrepreneurs suffer losses, or there is a slump. 

When investment is equal to saving, the terms of credit 
are at the equilibrium position. The equilibrium between 
investment and saving is thus “the only criterion .which 
would preserve the stability of prices.” (Keynes) 

The aim of a central bank is to so regulate the How of 
investment, or the creation of new capital, that it is equal 
to saving. It endeavours to do so by influencing credit 
creation by joint stock banks*. When the central bank thinks 
that these banks are not following its lead, it resorts to ‘open 
market operations’ to compel them to give effect to its policy. 

This is the essence of the theory behind central banking. 
This theory assumes that there is an intimate connection 
between the level of prices and credit, and that prices (and. 
thereby, investment, wages and profits) can be regulated 
through the manipulation of the Bank rate. 

Credit is an important price-determining factor in Western 
countries. In India, on the other hand, cash (rupees and, 
notes) determine prices, not credit created by joint-stock 
banks. Our Reserve Bank, set up in imitation of other, 
countries, apart from relieving Government oi the responsi-' 
bility for managing the currency system, serves mainly an 
ornamental purpose. 

13. Correlation between Credit and Prices. 

The relation between credit and prices can be expressed 
quantitatively with the help of a simple statistical device— 
the coefficient of correlation. A coefficient of +1 indicates 
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perfect correlation, one of zero signifies no correlation, and 
a coefficient of — 1 means that the correlation is perfect but 
inverse. 

The statement given below supplies the data for calculating 
the coefficient of correlation between deposits (credit) and 
wholesale prices in the United States and India for the 
period 1930-38 : 


1 

Year. 

United States. 

Demand 

India. 

Total 

Liabilities 
in 1,000 
million 
dollars. 

Wholesale 
price** 
1929 = 100. 

commercial 
bank 
deposits 
Million Rs. 

Wholesale 
( prices 

1914=100. 

i 

1930 

25-1 

90-7 

2,124 

116 

1931 

21 *3 

766 

1,975 

90 

1932 

16-4 

68 0 

2,177 

91 

1933 

15 3 

69-2 

2,213 

97 

1934 

17-0 

78-6 

2,276 

89 

1935 

21 0 

839 

2,450 

, 91 

1936 

25-4 

84-8 

2,575 

91 

1937 

26*9 

90*6 

2,629 

102 

1938 

25-8 

82 5 

2,555 

95 


on 

the 


In the United States the movement of wholesale prices 
the whole closely followed the movement of credit, and 
coefficient of correlation is + 0 87- 

For India we have no figures of demand deposits for the 
earlier years. The coefficient of correlation between total 
commercial bank deposits and wholesale prices is -013, 
signifying that there is a total absence of direct connection 
between the expansion and contraction of crediL and whole¬ 
sale prices. The co-efficient of correlation between prices 
and currency (rupees and active circulation of notes), on the 
other hand, is + 0'65. 

The coefficients of correlation 
deposits and wholesale prices for 
given below :— 


between commercial bank 
four other countries are 


United Kingdom 
Germany 
Netherlands 
Japan 


iy30-38 

1930-36 

1930-37 

1930-38 


r = 
r — 
r = 
r = 


+ 

+ 

+ 

+ 


’79 

89 

'92 

'98 
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The contrast between the coefficients of correlation for 
other countries and that for India is striking. 

The commercial banks occupy an important place in our 
money market. They maintain relations with dealers on the 
stock exchange and also industrialists. But there is a large 
field of productive activity which is not represented by the 
classes mentioned, and with which the commercial banks 
have no direct concern. We refer to the financing of agri¬ 
culture and agricultural operations generally. 

The functions of the Reserve Bank have been set forth in 
an admirable hand-book issued by the Reserve Bank. In 
regard to credit control, the powers of the Reserve Bank 
have not yet been subjected to any severe test- The sche¬ 
duled banks are not “as a rule large borrowers from the Bank. 11 
The other methods of control mentioned are changes in the 
amount of treasury bills offered, in the amount ot sterling 
purchased and in the amount of money in circulation, but, it 
is stated, “these methods are comparatively less effective and 
of limited applicability. Thus, although the Reserve Bank has 
been entrusted with most of the powers generally given to a 
central bank, its actual control is limited by the peculiar 
character of the Indian monetary and banking system.”* 

The passage refers to the relation of the Reserve Bank with 
the scheduled banks. But even the strictest control over the 
scheduled banks would not give the Reserve Bank control 
over prices, so long as a direct and intimate connection is not 
established between joint-stock banks and indigenous barkers 
financing agriculture. 

14. The Reserve Bank and Indigenous bankers. 

The Central Banking Enquiry Committee, complained of 
the absence of a central co-ordinating agency in the Indian 
banking system. The Indian money market consisted of 
various elements (the Imperial Bank, the Exchange banks, 
the joint-stock banks, co-operative banks, shroff's in bigger 
towns and money-lenders in the villages) which were inde¬ 
pendent of each other. “With the banking system so loosely 
organised, we cannot expect the Bank rate in India to have 
the same significance and the same influence on the money 
market as in other highly developed banking systems.” Since 
then a central co-ordinating agency, in the shape of the 
Reserve Bank has been created, but this agency has little 

Functions and Working of the Reserve Bank of India* (Bombay), 
j>. 50. 
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connection with indigenous banking. At present it seeks to 
control (in a very limited sense, as we have seen), the acti¬ 
vities of scheduled banks only. 

The problem of linking indigenous bankers with the 
Reserve Bank has received attention, for it is realised that 
control of joint-stock banks alone does not create a co-ordinat¬ 
ed banking system functioning as a single organism. 

“Unfortunately, these joint-stock banks still only cover a 
small portion ol the field. In the smaller country towns and 
in the villages they are either still non-existent or play a very 
minor role in comparison with the private indigenous banker, 
and it is therefore obvious that if India’s banking system is to 
be complete, provision must be made for the inclusion of the 
latter.”* 

The difficulties in the way are two:—(a) Indigenous 
bankers take deposits to a very small extent, and depend to a 
very much greater extent for their capital either on their own 
resources, or on loans from commercial banks- For this 
reason alone “they cannot be considered eligible for central 
banking facilities”. (6) Secondly, indigenous bankers do not 
confine their activities to banking proper. They are unwilling 
to shed their business other than banking, and even to segre¬ 
gate banking and non-banking business and keep separate 
accounts. 

The following more important conditions were stipulated 
for indigenous banker^ who wished to be linked directly wiLh 
the Reserve Bank :— 

1. They must confine their business to banking proper. 

2 They must maintain proper accounts and have them 
audited by registered accountants. 

3- They must file with the Reserve Bank the periodical 
statements prescribed for scheduled banks. 

*4. The Reserve Bank will have the right of regulating 
the business of the bankers on banking lines, when necessary. 

The present position is a deadlock. It is doubtful if any 
indigenous banker could be persuaded to take advantage of 
the Reserve Bank’s offer on the conditions stated, “it is 
better to forego the facility than to submit to such unreason¬ 
able demands”!—this, at present, sums up their reaction. 

* This is stated in tin* “Draft scheme for the Linking of indigenous 
bankers with the Reserve Bank oT India” prepared by the latter. 

t Letter to the Reserve Bank from Seth Katirhand Gokaldas 
Bankers, Madura (see the Statutory Report, issued by the Agricultural 
Credit Department of the Reserve Rank, in 1037. p. 68 ). 



APPENDIX D (CHAPTER X) 
Correlation Coefficient 


The reader should learn to find Karl Pearson’s co-efficient of 
co-relation. We shall have to use it again. 

When there are two variables, x and y 

where 

nax.ay 

r —Karl Pearson’s co-efficient of correlation, 

2=symbol of summation. 

dx =deviations of x from tlie arithmetic average 
di/=deviations of y from the arithmetic average 
n =number of terms 
csx = standard deviation of x 
ay =standard deviation of y. 

o(sigma) or standard deviation is a measure of dispersion of the 
items of a given series around the mean, or the arithmetic average, 
The following formula is used for finding the standard deviation : 



The calculations made for finding the co-efficient or correlation 
between deposits (a?) and wholesale prices \y) in India (1D30-38) are 
shown in the following table : 


Karl Pearson's Co-efficient of Correlation between Commercial Bank 
Deposits and Wholesale Prices in India, 1930-38 . 


1 

2 

i 3 

1 

4 

5 

i 

1 

0 

7 

8 

1 

1 

Deposits in 

1 




1 

1 

Year 

Million Rs. 

Prices 

dx 

d U 

dx.dy 

dx 1 

dy 1 

i 

(a) 

j (y) 



1 



1030 

2124 

110 

- 206 

+ 20 - 7 ' 

1 

-42642 

42430 | 

428-49 

1931 

1975 

90 

-355 

+ 07 

- 248-5 

120025 

■49 

1082 

2177 

91 

-153 

- 4-3 

+ 057 9 

23409 

18*40 

1033 

2213 

87 

-117 

83 

+ 071'1 

13689 | 

68-89 

1034 

2276 

1 89 

- 54 

1- 6-3 

+ 3402 

2016 1 

89-69 

1035 

2450 

i 91 

+ 120 

[- 4-3 

- 5100 

14400 1 

18-49 

1036 

2575 

91 

+ 245 

- 4*3 

-1053*5 

60025 1 

18*40 

1037 

2620 

| 102 

+299 

1+ 6*7 

+ 2003-3 

89401 , 

1 44*80 

1088 

2555 

j 95 

+ 225 

0-3 

1 I 

- 67*5 

50625 

0-09 

Total 

20974 

858 


1 1 

1 

-6149-7 

422926 

638*01 

1 


— 



+ 3972*5 



Average l 

2330 

, 05*3 


1 1 

— 


l 




v(dx.dy) j 

-2177-2 


1 
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The mean of x (deposits)=2330 

The mean of y (prices) = 95'3. 

Cols. 4 and 5 show the deviations of x and y respectively. For 
example, x for 1930 = 2124, which is less than the average value of 
deposits by 206 million Hs. Thus dx for 1930= -206, dy lor 1930 is 
H-20‘7, and so on. 

Col. 6 shows dx.dy ; we multiply the figures, in cols, i and 5 with 
their signs. '£dx.dy= -2177-2. 

2(dx*) =422926 

v(<fy3)=63801. 

< M‘“\/ 422928 = V 46991-78 = 210-78 

| - 0X = \/ 70 t 89 = 8’42 

_Z(dx.dy)_ -2177 2 2177-2 

r “ nax.oy 0 X8*42 x 210-78 10427‘B - 

For exercise the reader should find r for the United States and 
the other four countries. 


Wholesale Prices. Index Numbers , 1929-100 



Germany, 

U. K. 

Nether¬ 

lands. 

Japan. 

1030 

908 

87'5 

899 

82-4 

1931 

80-8 

768 

76 5 

oo-a 

1982 

70-3 

74-9 

64-8 

73 3 

1933 

680 

75*0 

631 

81*6 

1034 

71-7 

771 

1 632 

80*8 

1985 

742 

779 

61-7 

84-4 

1936 

75-9 

82-7 

640 

89 0 

1937 


952 

76-4 

108'4 

1938 

i 

88-8 


114-3 

Source : 

Statistical Year Book of the League of Nations, 

1938-89, 
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Deposits * 



1 

Germany 

U. K. ' 

Nether¬ 

lands, 

million 

golden. 

Japan 


, RM. 1,000 
million 

£1,000 
million. 

1,000 million 
yen. 

1930 

1979 

1 

2-31 , 

1473 

2'91 

1931 

14-78 

214 1 

1242 

2 62 

1932 

1406 

2-41 

1112 1 

1 2-70 

1933 

14'04 

2-38 

996 | 

290 

1934 

1503 

2 41 

944 

805 

1935 

15'55 

2-54 

776 

309 

1936 

lfl'27 

271 

904 

843 

1937 


2-74 

1126 

, 4'21 

1938 


2 65 


489 


*{Source : Statistical Year Book of the League of Nations,, 1938-39), 

Germany : Deposits A, current and deposits accounts, and due to 
domestic banks. 

17. K ,—Total Deposits. 

Netherlands : Total Deposits, excluding foreign correspondents, 
Japan : Ordinary and special current accounts. 





CHAPTER XI. 


THE FINANCING OF INDUSTRY 

The foresight of the Government of India in appointing 
foreign experts to act as advisers to the Central Banking 
Enquiry Committee of 1928 (which had a predominantly 
Indian personnel)) with the right to submit a separate report 
of their own, was fully justified. The Central Banking 
Enquiry Committee made a number of highly improper 
recommendations relating to the financing of toreign trade 
and industry, which the Government of India could never 
approve of, much less give effect to. 

We have seen that the financing of our foreign trade is a 
monopoly of foreign Exchange banks. The Central Banking 
Enquiry Committee recommended the establishment of an 
Indian Exchange Bank with a capital of 3 crores.* The work 
of Government remittance was to be entrusted to a depart¬ 
ment of this bank under the control of the Reserve Bank. 

The foreign experts condemned this proposal in their 
separate report as not only unfair and unjust but unsound : 
“The banking situation of the country does not require the 
creation of a new Exchange bank.” 1 The transfer of Govern¬ 
ment remittance work to an Indian Exchange bank “would 
shake international confidence in the financial policy and 
wisdom of the Indian Government.” 

Naturally Government of India cannot be expected to take 
any action which might entail such serious consequences. 

1. The Managing Agency System. 

This system is of considerable importance in India for 
financing industries. Bombay owes much of its industrial 
development to it. In Bengal the system prevails in jute, 
cotton, coal and tea industries. In Ahmedabad the system is 
described as “ an unqualified success “t In Bihar and Orissa 
the Managing Agents provide capital for coal-mining, iron 
and steel, electrical enterprises, lime factories, mica mines 
and sugar factories. 

* Report, p. 849. f Report, p. 618. 

I Report of the Central Banking Enquiry Commiltee t p. 280. 
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The system as it prevails in different provinces is not 
exactly the same. In Bombay the Managing Agents raise 
capital from their friends and others, attract private deposits 
and take loans and cash credits from banks. The Central 
Banking Enquiry Committee, while not approving of the 
system, admitted that Managing Agents "have rendered 
yeomen’s service to industries.”* Loans from banks are 
obtained on the guarantee of the Managing Agents, but the 
guarantee is not required when advances are made against 
Government and other Trustee securities. 

In Calcutta the Managing Agents are generally the 
founders of the concerns they manage. They arrange for 
both block and working capital—they find the money them¬ 
selves, or raise share-capital, or make arrangements with 
banks. 

In Ahmedabad, when a cotton mill is founded, a small 
amount of capital (about 25 per cent) is raised by share- 
capital and the balance is found by deposits and funds supplied 
by the Managing Agents. The deposits are received by mills 
generally for a year. They are made by individuals and also 
mill companies. Ahmedebad mills receive practically no 
assistance from banks. 

The Central Banking Enquiry Committee drew attention to 
the “many serious drawbacks” of the system . (1) Some 

Managing Agents trade and speculate, besides managing their 
concerns. When speculation goes wrong, their financial 
weakness reacts on their concerns. Banks withdraw loans 
and cash credits. A concern may be intrinsically sound, but 
may have to suffer for the sins of the Managing Agents. (2) 
A few cases were brought to the notice of the Committee in 
which the Managing Agents turned their loans to the mills 
into debentures, with the result that the mills passed into 
their bands, and the share holders lost all their capital. (3) 
The system works satisfactorily when the industries are pros¬ 
perous ; when bad times come and the Managing Agents 
have to find more money, they are in many cases unable to do 
so. 

The Committee suggested that industrial enterprise in 
India should be made less dependent on the Managing Agency 

* Report of the Central Banking Enquiry Committee , p. 211. 
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[The reference is to the banking crisis of the year 1927] 
A temporary stoppage of payment by practically all banks, 
and the forcible interruption to which the whole economic 
life of the country has been subjected at various junctures, 
is a grave danger signal.”" 

And what happened in Germany in 1931 ? The entire 
banking system collapsed and it was only State aid and State 
control that set economic Germany on her feet again. 

The Central Banking Enquiry Committee gave an accurate 
description of the methods of industrial finance in Germany. 
The foreign experts considered it necessary to destroy some 
illusions about the German banking system cherished by 
their Indian colleagues. The latter had been led to recom¬ 
mend a pattern which did not exist 1 . From the account given 
by the foreign experts it does not appear that there is the 
closest association of bankers with industry in Germany, 
'‘incidentally”, bankers in Germany get to know their cus¬ 
tomers better. They develop *a sympathetic attitude* for 
the needs of industry, which is the real element in banking 
policy. Even in India the ‘sympathetic attitude* may be 
taken for granted. 

We get no help from ihe foreign experts in understanding 
methods of industrial finance in Europe or Japan. About 
Japan they knew nothing, their information about the Indus¬ 
trial Bank of Japan being derived from “an important 
Japanese gentleman in India ”, whose knowledge of the 
subject was admittedly nut profound. 

The part played by special types of banks in initiating and 
developing industries is important- We may study indus¬ 
trial finance in three countries, Japan, Germany and France. 
4. State aid in Japan. 

The foreign experts associated with the Central Banking 
Enquiry Committee included an Hollander, Dr. Trip, a former 
President to the Bank of Java. If Dr. Trip had remembered 
a report, in the Dutch language, entitled, “The development 
of large-scale industry in Japan prepared at the instance of 
the Dutch Government, he might have been ‘very reluctant ’ 
to join in the condemnation of all-round state-aid in economic 
life, to which Japan owes her industrial advance. 

The modernisation of Japan began with the Meiji Restora¬ 
tion of 1868. When feudalism voluntarily made place for 

* Report of the Central Banking Enquiry Committee , p. 688. 

jlbid. pp. 633-34 
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capitalism, the question arose whether Government was 
merely te assist private enterprise or to start undertakings 
itself to serve as a model and an incentive to the people. 
Tha latter course was adopted, and the State erected ship¬ 
building yards, and spinning and sugar factories, built rail¬ 
ways, and developed the mining resources of the country. 
Later, some of the State enterprises were handed over to 
private enterprise, the State retaining in its own bands, post, 
railways and the manufacture of armaments and war-ships, 
salt and tobacco also became State monoplies. 

“Capitalism in Japan”, says Prof. Hijikata, ‘ has not grown 
from bottom upwards, out of capitalistic enterprise of the 
people ; rather, it has been forced from top downwards ”. 1 

Similarly Prof. Araki says : 

“The growth of industrialism in Japan is proceeding side 
by side with the expansion of the whole credit system. In 
contrast to most industrial countries, the credit system, 
however, is less the consequence of the growth of trade and 
production ; rather, at the time of Reforms of the Meiji 
Restoration, it was financial interests which stimulated the 
growth of trade and industry.” 2 

The industrialisation of Japan began late, and to enable 
Japanese industry to compete on favourable terms with 
foreign manufacturers, it was necessary to give it all conceiv¬ 
able assistance (alle denkbare unterstuetzung ). 3 The 
benking system, as we shall see presently, benefited from 
Government policy in a large measure, 

Almost every page of Heer Van Kol’s report (Parti) 
bears evidence of the leading pari taken by the State in 
bringing about industrial development. Almost every under- 
taking, he noted, concerned with agriculture, fishing, mining, 
trade and shipping, enjoyed Government aid, and he quotes 
with approval an earlier French writer : 

“The great strides that the Japanese industry has taken is 
due to intelligent State protection, which has not hesitated to 
make aDy heavy sacrifice to insure this development ”. 4 

1 Wettwirtschaftliches Archiv (Kiel). Number for July 1087, 

pp. 200-10. 

9 Ibid, p 185. ' Ibid, p. 185. 

4 De Ontwikkeling der Groot Industrie in Japan, Report prepared 
by Heer van Kol at the instance of the Dutch Minister for Colonies, 
The Hague, 1016, Part I, p. 60. 
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In the beginning industry was official ridden and the 
Japanese caste system also hindred progress. But gradually 
these difficulties were overcome. In the beginning more 
attention was paid to securing the home market for Japanese 
producers, than to exports. 1 he outbreak of the Great War 
gave a fillip to to the export trade, and Government help now 
more and more took the form of indirect assistance c ‘The 
rigid caste system of former times has been broken”, said 
Baron B, Nakona, President of the Tokyo Chamber of 
Commerce in 1915, ‘industry and trade have become honour¬ 
able professions, every Japanese may now choose an occupation 
according to his inclinations , those possessing skill and talent 
rapidly advance and contribute much to the evolution of 
industry, so that in this sphere ]apan faces a pleasant future”. 5 

Capita] was at first scarce in lapan but the State inter 
vened and created it itself. Capital creation by the State 
did not take the form cf paper money, but domestic and 
foreign loans. Ha\mg provided itself with capital, the State 
founded banks to lend it to industry at low rates 

With industrial advance the capital resources of lapan 
grew rapidly \n eight fold increase occurred between 1914 
and 1929 the volume of production increasing five fold 
during this period 

1 he Bank of Japan Jap in s central bank, is described as 
the ‘back bone’ ot lapanese banking in the financing of 
industry. Of particular interest to us are the special banks 
of Japan (b in number), which include the well known 
Yokohama Specie Bank concerned with the financing of 
foreign trade and the Industrial Bank of Japan, founded 
in 1902, which finances industry There are also other 
industrial banks, in addition the great Tjust companies 
controlled by a small number of leading Japanese families 
command considerable resource*, which are employed in the 
financing of industry 

Of the loans granted by the commercial banks the greatest 
part is covered by the security of land and buildings, sureties 
and general business trust, 

There is a tendency towards concentration in Japanese 
banking. Between 1914 and 1934 the total number of banks 
fell fiom 2169 to 597, but the number of branches increased 
from 3508 to 4713. 


Ibid, p. 61 
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5- The German System. 

The relation of banks to industry in Germany has under¬ 
gone great changes since the crisis of 1951. Before that date 
the German banking system was largely free from Govern¬ 
ment interference, and was unspecialised- There was a 
reconstiuction of the entire system in 1932-34. Special types 
of financing institutions were created to give effect to Govern¬ 
ment policy. State-aid was extended to banking, and the 
whole banking system passed under Government control. 

An authoritative account of the German system before 
1931 is given in the Handwoerterbuch der Staats wis- 
senschaften . 

Barring the issue of notes, a German credit or commercial 
bank does everything, for which reason German banks are 
known as ‘universal banks’. A credit bank draws bills, 
discounts bills, makes loans against collateral ( Lombardvor - 
scJiucsse ), grants short-term and long-term loans in current 
account ( gewaehrt Kitrz-wuf-lang-fristigen kredtt im Konto- 
korrent), acquires shares and bonds, issues letters of credit 
and does other banking business. Since there is no speciali¬ 
zation in banking in Germany ifner Spezial Bank in 
Deutschland keiti Raum , says the II W B) 6 the indivi¬ 
dual bank, transacting many different kinds of business, tends 
to be of a large size. 

In meeting the requirements of industries, forms of the 
usual short-term credit are employed- A loan is made by a 
bank by discounting short-term (3 months’) bills. When the 
bills fall due, they remain unpaid, and a new bank acceptance 
is prepared and discounted to pay the old debt, which, in 
other words, means that short-term credit is transformed 
into long-term credit. 

At times, as has been seen in Germany and the United 
States, the pace of industrial progress is accelerated by 
inventions and other favourable conditions- Where does the 
capital required come from ? Naturally from the banks ; long¬ 
term loans for block fill the gap until new undertaker’s capital 
is formed to extinguish the loans. 

Such loans granted by German credit-banks may be called 
‘interim block credit’ (zwischen Anlagekredit). Credit in 
such circumstances is the fore-runner of one’s own capital 

“ Handwocrtcrbuch der Staatswissenschaflen, Vol II, p. 138. 
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formation, that is, the profits of the undertaking financed will 
enable, in time, the loan to be paid off. But they may not, 
and this is the element of risk in such transactions. 

So far we were largely concerned with the money-market. 
The dealings of German commercial banks in capital 
(Kapital Verkehr) are discussed in the H W B under four 
heads, financing, loans to Government and municipalities, 
the issue of shares and bonds, and the sale and purchase of 
securities on commission. 7 The commercial banks in 
Germany are members of the Stock Exchange, which is not 
permitted in England. 

In regard to the provision of capital for new enterprises the 
H W B says : 

“If the banks participate in the foundation of joint-stock 
companies, they are able to do so because they can recover 
the capital lent with profit by selling the shares. In fact, it 
has always been tempting for bank capital to call new 
undertakings into being, and a great many undertakings owe 
their existence to co-operation between share-capital (Aktien), 
Stock Exchange dealings, and bank capital.” * 

But bankers’ technical knowledge of industry is limited and 
they are generally inclined to withdraw from the foundation 
of new enterprises in the real sense. Still bankers in 
Germany and America have maintained their connection with 
the capital requirements of the business world in one way— 
when an individual proprietor wishes to be transformed into a 
joint-stock company, banks help him in procuring the required 
capital. The writer concludes that the connection between 
the business of financing (Finanzgeschaeft) and the ordinary 
business of a bank is unquestionably of very great advantage 
in the industrial development of a country. But he adds 
that the lending of short term deposits of the money-market 
in the form of long-term block credit on the capital market, 
if it exceeds certain limits, may cause trouble. 

The close connection between banks and industry takes 
tbe form of a personal union', to use Lenin’s phrase. In 
1932 banks were represented on the boards of 1541 joint 
stock companies in Germany, From ( the personal union’ 
results the interlocking of industrial and financial capital. 

7 Handwoerlerbuch der Staatswissenschaften, Vol, II, p. 152. 

H HWB, Supplementary Volume (1929), p. 07. 
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6. The French System. 

For information about France we are indebted to a valu¬ 
able contribution to the W. A. of Kiel mentioned above 
(Vol. 45, Part I, Jan 1937) by Prof. Jean Marchal and Paul 
Hugen, both of Faculte de Droit, University of Nancy 9 . 
The contribution is entitled ‘Relations between the capital 
market and industry in France 1 . 

The joint-authors say at the outset : “As in all capitalistic 
countries, so also in France, production and credit are most 
intimately connected together”. 10 Let us see how. 

As in all countries, the money market in France is a 
market for short-term loans and the capital market provides 
long-term finance. But the two are inter connected as there 
are debtors and creditors who are able to operate in both. 

How are industries financed ? 

The process consists of two phases. First, there are banks 
which directly participate in industry. They extend credit 
for moderate and long periods to a new firm, or an old firm 
planning expansion, and for this receive a number of shares 
which give the lending bank a certain right of control over 
the firm concerned. After a few years, when the firm is 
working and showing profits, the second phase begins—the 
offer of stocks and shares for public subscription. The 
lending bank may retain some of the shares which it had 
acquired, but it disposes of the greater part of the issue, 
either by itself or with the co-operation of other banks. 
Thus the bank again places itself in funds and is ready to 
finance another venture. That is how banks serve as a link 
between savings and investment. 

Three types of banks take a share in the financing of 
industry: 1. Etablissement de Credit . 2. Banques d ' 
Affaires, 3 Provincial and Local Banks. These three types 
have not always retained their original character or functions. 

Financing is the chief function of Le Societes de Particti - 
pation founded by Etablissements de Credit but unlike 
Banque d' Affaires , Societies de Participation limit their 
activities exclusively to participation in industry, and neglect 
other banking business. “Indeed some of them devote 

9 W. A. (Kiel) for Jan., 1937. ( The relations between the Capita] 
market and Industry in France.’ 1 

10 IWd. p. 17. 
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themselves to only one form of participation, namely the 
acquisition of shares, so as to be able to control a group ot 
undertakings”." Sometimes they are interested only in a 
particular branch of an industry of which they possess 
specialized knowledge. 

How industrial securities are marketed . When a bank 
disposes of the securities it had acquired in participating in 
the foundation or expansion of an undertaking its participa¬ 
tion ends. How is that effected ? 

Bangues d' Affaires and Rtablissemcnts dc Credit co¬ 
operate in the marketing of securities. The preliminary 
arrangements are made by a Banquc d' A ffaires and the 
actual sale carried out by Htabhssements de Credit . 

When the amount of the issue is large, the Banques d' 
Affaires form a Konsortium ( Syndicat financier). Members 
of the Syndicate take over the whole risk (or issue) and 
divide it among themselves. Sometimes only a guarantee is 
given that the whole issue will be placed with the public, the 
portion remaining unsold becoming the property of members 
of the syndicate. The guarantee reduces the need for cash 
on the part of the Syndicate. 

There are two methods of dividing the unsold issue among 
the members of the syndicate. In the Syndicat d la 
Parisienne the unsold issue is divided according to the share 
of each member in the Syndicate. Thus, if a member had 
undertaken to sell one-third of the issue, he would be assigned 
one-third of the unsold issue, even though he had succeeded 
in selling his original allotment. In the Syndicat d la 
Lyonnaise regard is paid to the success or failure of each 
member in selling his original allotment. If a member fails 
in his assigned task, other members of the Syndicate have not 
to suffer much on his account. 

There are three methods of marketing secureties, (1) asking 
the public to subscribe, (2) sale over the bank counter (3) sale 
on the stock exchange. Recourse is had to the stock exchange 
when foreign securities, which are already quoted on foreign 
stock exchanges, have to be introduced to the French public. 
In the case of purely domestic securities, the first two 
methods are usually employed. The financing institutions 
possess few branches, and therefore the sale over bank 


u/Md. f p. 17. 
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counters takes place in Etablissements do Credit which 
possess a net-work of branches all over the country. 

Summary . The following facts emerge clearly from our 
brief study of the capital market in India and other countries. 

India* Our banks have failed to forge a direct link between 
savings and investment. The link that they provide is 
indirect. They finance trade, which, to that extent, sets 
capital free for investment in industries. 

Germany. Before 1931 Germany had no special type or 
types of banks for industrial finance. Most of the commercial 
banks were active both on the money and the capital market. 
When there was a demand for it, the commercial banks 
provided long-term credit under the forms of short-term 
credit. They also took part in the foundation of new under¬ 
takings. There is evidence of the association of banks in 
the management of industry and of inter locking of finance 
and industrial capital- 

Japan. The industrial development of Japan was rendered 
possible by State aid. Semi-official banks founded by the 
State meet the long-term needs of industry and finance the 
foreign trade of the country. Valuable assistance is also 
given by Trust Companies. A peculiarity of Japanese 
banking is the remarkably small proportion of cheque-able 
deposits. This must be a source of considerable strength to 
commercial banks. 

France- Of the greatest importance in the direct financing 
of industry are Societes de Participation , which are not 
independent institutions, but connected with and controlled 
by banks. There is close co-operation, as in Germany, 
between share-capital, the stock exchange, and bank capital. 
Several types of institutions, including commercial banks, 
have, in the past, assisted in the direct financing of industry. 

The conditions under which banks can successfully under¬ 
take industrial finance may now be clearly stated- They 
deserve attention. We assume : — 

1. That capital is available for investment. 

2. That the public is willing to invest, or is investment- 
minded. 

3* That banks enjoy public confidence, 
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4. And last, but not least, that general political and, 
economic conditions are such as to make investment profitable.■ 

All these conditions must be assumed to exist for successfu 
industrial finance. Where capital is scarce, or shy ; where 
people prefer to hoard their savings instead of investing them 
where banks are not strongly entrenched in public confidence ; 
and, lastly, where general conditions, due to a combination of 
political and economic circumstances, create a feeling of 
uncertainty in regard to industrial profits, it is impossible for 
banks to call new industries into being. Suppose a commercial 
bank finances a new enterprise. It acquires shares of and a 
controlling interest in the undertaking. Ultimately these 
shares have to be disposed of- When the moment for the 
offer of securities for public subscription arrives, suppose 
the subscribers do not appear. The bank or the Konsortium 
will be left ‘holding the baby’, and industrial finance will 
come to an abrupt end. 



CHAPTER XII 


THE FINANCING OF AGRICULTURE 

The financing of agriculture is not a simple matter. The 
assistance which credit agencies can render to agriculture is 
determined, among other things, by the nature of agriculture 
itself. Agriculture cannot expecL to have the same credit 
facilities as manufacturing industries for the following 
reasons :— 

(i) M inufacturing industries tend to be organized on 
a very large scale, while agriculture remains 
scattered, individualistic, small scale, and chaotic. 
(z7) Agricultural work is largely incapable of subdivision 
into simple processes which may be mechanized, 
(m) Agriculture largely depends on factors which the 
farmer cannot control, e.g , weather. 

(iv) It is difficult for the farmer to curtail or increase 
production of particular crops according to the 
fall or rise in their prices. 

(v) The nature of farm economy devel )ps social charac¬ 
teristics and habits of mind which are an obstacle 
to corporate effort. 

Indian agriculture is subject to special handicaps, which are 
the following : — 

1. The average agiicultural holding is small and the 
quality of the land is generally poor. 

2* Holdings consist of fragments scattered over different 
places. 

3. Yield per acre is very low. 

4. The cultivators, who are illiterate and ignorant, are 

not in a position to benefit much by scientific 
research which has led to increased productivity 
in other countries, 

5. Few cultivators follow any subsidiary occupations. 

b. They carry a heavy load of debt. 

The result of all these factors is that agriculture in India 
is carried on “as a ntoje of living rather than for any 
profit 
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The cultivator requires credit both for the long and the short 
period. Short-term credit is required for the marketing of 
crops and for production. Long-term credit is required for 
(0 the purchase of land, (») the provision of the more expen¬ 
sive, and durable improvements, and (iu) re-paying old debts. 

1. Co-operative Credit. Act of 1904. 

In refreshing contrast to their laissez-faire attitude in 
regard to industrial finance, the Government have taken active 
steps to organise agricultural credit. 

The establishment of agricultural banks was recommended 
by the Famine Commission of 1901. The small cultivator all 
over the country was financed by the Mahajan, who charged 
exhorbitant rates of interest. Far from b?ing a help to agri¬ 
culture, the sowcar had become, as the Famine Commission 
pointed out, in some places an incubus upon it. 

Even before the Famine Commission of 1901 reported, the 
subject of co-operation, as a means of providing finance to the 
small cultivator on reasonable terms, had attracted the atten¬ 
tion of some Local Governments* The first step towards the 
investigation of the possibilities of establishing co-operative 
credit societies in India was taken in Madras. An indigenous 
institution called Nidhis existed in that Presidency, which 
were organised on co-operative lines, and had a paid-up capital 
of 75 lakhs, with some 36,000 members. The Nidhis were 
on the whole working successfully, and they suggested the 
establishment of co-operative credit societies in India. The 
Madras Government deputed one of their officers, Mr. (later 
Sir) Fred. Nicholson to make a study of co-operation, and in 
1899 he forwarded his monumental report on the subject to the 
Government of India. The Government of Lhe United Pro¬ 
vinces, similarly, had deputed Mr. Dupernex to make enquiries 
into the subject in relation to Indian conditions, and his book 
entitled 'Peoples' Bank for Northern India' appeared about 
the same time. 

The proposal was then referred in its more general form by 
the Government of India to Local Governments for prelimi¬ 
nary consideration and suggestions. The opinions of Local 
Governments were considered in June, 1901, by a Committee 
under the chairmanship of the Finance Member, Sir Edward 
Law. The Committee reported favourably in 1903, and attach¬ 
ed a draft Bill to their report. The proposals of the Com¬ 
mittee were referred to Local Governments for criticism, and 
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when their replies had been received the Government of India 
took legislative action to create co-operative credit societies. 

New legislation was necessary as the old Companies Act of 
1882, with its numerous sections and elaborate provisions, was 
unsuited to the new type of societies intended to be established. 
Three things, chiefly, had to be done : (l) the new societies 

had to be excluded from the operation of the general law, and 
provisions framed adapted to their constitution and objects ; 
(2) it was desirable to confer upon them special privileges and 
facilities; and (3) it was necessary to take precautions with 
the object of preventing speculators and capitalists from get¬ 
ting control of them. 

The object of establishing co-operative societies was defined 
as “the encouragement of individual thrift and of mutual co¬ 
operation among the members, with a view to the utilisation 
of their combined credit, by the aid of their intimate know¬ 
ledge of one another’s needs and capacities, and of the pres¬ 
sure of local public opinion.” 

A two-fold classification of societies into urban and rural was 
adopted. In the case of both classes it was provided that the mem¬ 
bers must be small men ; that they must be residents of the same 
neighbourhood ; that new members shall be admitted by election 
only ; that loans must be made only to members ; and that money 
shall not be lent on mortgage. Further, the interest in a society held 
by a single member was limited, so as to prevent an individual from 
obtaining control of the society ; and in order to prevent speculation, 
shares were made transferable only subject to certain restrictions. The 
Act passed in 1004 also provided a simple form of registration and to 
deal with fraud, or bogus co-operative societies which might be estab¬ 
ed under the Act, power of compulsory dissolution, subject to appeal 
to the Local Government, was reserved. 

Other features of the Act. of 1004 were as follows : unlimited liabi¬ 
lity was insisted upon in the case of rural societies ; it was laid down 
that profits were not to be directly divided among the members, and 
that any surplus that might accrue should either be carried to a 
reserve fund or be applied to reducing the rate of interest upon 
loans ; the society was forbidden to borrow money without sanction ; 
and pawn-broking was prohibited, but ihe society was allowed to 
receive agricultural produce as security, or in payment of a loan. 

Limitation of liability and the distribution of profits, subject to 
the creation of a sufficient reserve fund, were allowed in the case of 
urban societies. 

The privileges conferred upon the societies by the Act of 1904 
were as follows ; (1) shares and other interest of members in the 

capital of a society were exempted from attachment for private debts ; 
(2) societies were relieved from the necessity of obtaining letters of 
administration or a succession certificate ; (3) they were given a lien 
upon certain forms of property when created or acquired by means of 
a loan from them until the loan was repaid ; and (4) an entry in the 
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books of a society was made prima facie evidence in a suit to recover 
money due to it. The societies and their operations were also exempt¬ 
ed from income-tax, stamp duties and registration fees, and Anally pro¬ 
vision was made for compulsory inspection and audit of the societies 
by a Government officer. 

The operation of the Act was restricted to credit only, The chief 
object of the measure, as we have seen, was to relieve agricultural 
indebtedness. 

2. The Act of 1912. 

The Act of 190 f was amended in 1912, and the amended 
Act is still in force throughout the country, except in Bombay 
and Burma, where it was replaced by local legislation in 1925 
and 1927 respectively. The amendment of the Act of 1904 
was necessary for the following reasons : 

(1) The Act of 1901 did not apply to co-operative societies estab¬ 
lished for production, distribution or other objects, except the pro¬ 
vision of credit. Tnc establishment of credit societies had led to the 
founding of other classes of co-operative societies, and it was 
desirable that the privileges extended by the Act to co-opeTative 
credit societies should be extended to these other societies 

(2) In the Act of 1901 societies were classified according as they 
were “urban” or “rural.” and the liability of rural societies was un¬ 
limited The distinction was found artificial, and in practice incon¬ 
venient. In the Act of 191 2 societies were divided into those with 
limited and those with unlimited liability, but the principle was 
retained that agricultural credit societies must, as a general rule, be 
with unlimited liability. 

(3; The Act of 1901 did not contemplate that societies with un¬ 
limited liability should distribute profit*. Such so'ieLies, however, 
had come into existence in several Provinces, and were doing useful 
work. It was proposed to legalise their existence and to permit an 
unlimited society, with the sanction of the Local Government, to 
distribute profits. 

(4) The Act of 1901 was framed to meet the requirements of 
primary credit societies only ; it made no provision for the higher 
finance of the movement. Unions and central banks arc co-operative 
credit societies the members of which arc other co-operative credit 
societies which'they finance. They had naturally come into existence 
soon after the initiation of the movement, and' it was necessary to 
recognise their existence. 

The Act of 1912 incorporated these features. 

3. The Punjab Movement. 

In the Punjab, when the movement started, the Registrar, 
Co-operative Credit Societies, sought to promote two other 
types—one which he called the “money deposit type,” and the 
other the “Mianwali type.” The money-deposit type had no 
share capital, but operated with fixed deposits (bearing interest] 
obtained as far as possible entirely from members, and made 
advanced to members at a higher rate of interest than that 
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allowed to depositors. This type of society was meant for the 
prosperous villages of the central Punjab. 

The Mianwali type was recommended for poor communities. 
The capital of these societies was raised by voluntary grain 
subscriptions after the rabi harvest. The value of the subscrip¬ 
tions was credited to the member’s account, and was not return¬ 
able for 10years. The grain subscribed was partly kept for seed 
advances at the next sowing and partly sold in order to provide 
funds for money advances. In the beginning advances were 
given only for seed and purchase of cattle. Interest was 
charged at rates varying from 5 to 16 percent and'was 
generally payable in grain. The society’s profit consisted of 
interest, and in cases of advances for sowing, of the difference 
in the price of grain at harvest and at sowing time, 

The Registrar, however, did not take long to realise that 
both the money deposit and the Mianwali types of society 
were not suited to the Punjab, and were not likely to become 
popular. The Mianwali type offered no inducement for saving, 
as it allowed no interest on deposits. In the money-deposit 
type the element of true co operation was lacking—the society 
financed the poorer members with money borrowed from the 
wealthier members, or at their risk. It was more a philanth¬ 
ropic institution than a co operative credit society. 

“The type of society coming into favour in the Punjab,” 
wrote Mr. Wilberforce in his report for I90h-07, “is one adapt¬ 
ed from the system popularised in Italy by Signor Luzzati.” 
In this type, adopted with certain modifications in the Punjab, 
the members became share-holders by payment of JO compul¬ 
sory annual instalments. No dividends were to be declared 
for 10 years, when three quarters of the profits were to be 
divided among the share-holders, the remaining fourth being 
transferred to the reserve fund. 

This type of society, the Registrar points out, was devised 
not by any Government official, but by the zamindars of the 
Gurdaspur District, lie regarded the share-capital society as 
possessing spec ial advantages from the point of view of the 
Punjab agriculturist. The Punjab agriculturist was thrifty 
enough—encouraging thrift among the Punjab peasants the 
Registrar likened to “bringing coal to Newcastle”—but he had 
to learn to make a proper use of his thrift.' The dividend 
which a member of this type of society would receive after 
10 years was like a pension, for the sake of which he might 


* Report for 1900-07, p. 0. 
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forego his petty extravagances. At the same time an institu¬ 
tion is created which finances him on reasonable terms. 

The development of co-operative credit in the Punjab has 
been on the lines foreseen in 190h-07. Share-capital prepon¬ 
derates, while deposits from members are comparatively small. 

The growth of the co-operative movement (including other 
types besides co-operative credit) in the whole of India (inclu¬ 
ding Indian States) is shown by the following statement: 

4. Progress of the Co-operative Movement, 1910-11 
to 1939-40. 





No. of ! 

No. of . Working 




societies 

members 

capital (ere 




(in thousands) 

(Lakhs) 

rupees) 

Average, 

1910-11 to 

1914-15 

12 

5 5 

1 5 48 

ft 

1915-19 to 

1919 20 

28 

11-3 

1518 

.i 

1920-21 to 

1924-25 

58 | 

21 -5 

36'36 


1925-26 to 

1929-30 

94 

36 9 

74-89 

M 

1930-31 to 

1934-35 

1,06 

43 2 

i 94*61 


1937-38 


1,11 

48-5 

| 103 02 


1938-39 


1,22 

537 

106*56 


1939-40 


1,37 

60-8 

1 10710 


Source ; Reserve Bunk\s Report entitled: “Review of the Co¬ 
operative Movement in India, 1939-JO ”, Bombay, 1941, p. 4. 

Substantial progress was made before the Great Depression, 
but co-operation had only touched the fringe of the problem 
of indebtedness. 

Proportion of Members of A g ;{cultural Societies to Families 
in Rural Areas (1928)* 

All societies, Credit socic- 


* 

per cent. 

ties, per cent. 

Ajmer-Merwara 

15*4 

J5-0 

Assam 

2 *<) 

2’9 

Bengal 

4*4 

3*8 

Bihar and Orissa ... 

3'2 

3-1 

Bombay 

10*0 

87 

Burma 

3*9 

37 

Central Provinces and Ueiar 

25 

2'3 

Coorg 

36*2 

36*2 

Delhi . 

11*5 

115 

Madras ... . 

8*3 

7*9 

N- W- F. Province 

0*2 

0*2 

Punjab 

10*9 

10'2 

United Provinces ... 

VS 

1*8 

* Report of the Agricultural Commission, 

p. 447. 







FINANCING OF AGRICULTURE 


279 


Among the major Provinces, the largest proportion of the 
rural population affected by the co-operative movement was in 
the Punjab, but even in the Punjab 89 per cent of the rural 
population was not touched by the movement. This propor¬ 
tion for the other Provinces was : Bombay 91 "3 ; Madras 92'1; 
Bengal 96'2 ; Burma 96'3 ; Central Provinces and Berar 
97'7 and the United Provinces 98 2-] 

5- The Co-operative Movement during the Great 
Depression 

The heavy fall of agricultural prices made the recovery of 
loans difficult. “The accumulation of heavy overdues and the 
freezing of the assets of societies resulted in the clogging of 
their business and paralysed the working of the co-operative 
movement over large parts of the country.”* In some 
provinces such as C. P. and Berar, Orissa and Bengal, the 
movement ’nearly collapsed’. In the United Provinces it 
was never of any great importance. 

The following suggestions were made by the Reserve Bank 
as to how co-operative societies should work in the future :— 

(t) Loans must be strictly limited to cultivation finance- 

This should ordinarily mean expenses in connection with 
agricultural operations like ploughing, sowing, reaping etc. But 
loans may be made for the purchase of cattle and implements, 
and also for the maintenance of the farmer’s family till the 
next harvest. 

(ti) There should be no over-financing or over-lending. 

(iii) If loans have to be made which cannot be repaid in one 
year (e.g., for replacement of cattle), such loans should not 
extend to say more than two years, and provision should be 
made for their repayment in equal instalments. 

( iv ) All loans must be issued in instalments as money is 
required, not in one lump sum. 

( v) If loans are not repaid within the stipulated period, 
immediate steps must be taken to recover the amount, unless 
there is a crop failure. 

The Reserve bank was of opinion that a reduction of co¬ 
operative debts was necessary, but the rise of prices during 
the war has made the situation easier. 

* Review of the Co-operative Movement in India , 1939-40 , p. 7. 
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6- The Multi-Purpose Society. 

In the Reserve Bank’s scheme of rehabilitation of the co¬ 
operative movement, the ‘multi-purpose society* plays a very 
important role. The existing credit societies are to be con¬ 
verted into multi-purpose societies. A multi-purpose society 
not only grants credit but does almost everything else- It gets 
the old debts of its members liquidated through a land 
mortgage bank ; arranges for the co operative sale of agri¬ 
cultural produce : purchases seed for growing improved 
varieties of crops : saves litigation expenses by means of 
arbitration ; carries out consolidation of holdings ; supplies 
improved implements ; encourages its members to take up 
subsidiary industries ; introduces better-living measures ; 
effects the curtailment of ceremonial expenditure; removes 
insanitary habits ; provides medical relief, and so on. 

The multi-purpose society made no appeal to the Agricul¬ 
tural Commission of 1928. The Commission favoured the 
single-purpose society for the reason lliat, oil account of its 
complexity, the multi-purpose society would tend to be con¬ 
trolled by a few intelligent or educated persons, and thus ihe 
true spirit of co-operation would be lost. The single-purpose 
society means a specialised society for each separate object 
with its own constitution, area and membership. We are, 
however, told that the multi-purpose idea is ‘growing 1 . 

7. Land Mortgage Banks. 

The deposits which the orJinary credit society receives are 
withdrawable at short notice ; the loans made to it are also 
for short periods. It follows that the ordinary credit society 
cannot engage in business in which its small resouices would 
be tied up for a long time, or lend money on Sicuiity which is 
□ot easily realisable. 

It is also obvious that if credit societies* refuse to make 
advances to their members on the security of their land, they 
will be driven to the money-lender for long-term loans of 
large amount. Hence the need for a new type of financing 
agency—the Land Mortgage Bank. 

l'he Central Banking Enquiry Committee made a number 
of useful recommendations about land mortgage banks. They 
are summarised below : 

1. The objects of such banks should be : (a) the redemption of 
land and houses of agrieulturists, and the liquidation of old debts, 
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(b) the improvement of land and methods of cultivation and the 
building of houses of agriculturists, and (c) the purchase of land in 
special cases. 

2. Loans might be granted for staled periods of 5, 10, 15 or 20 
years. The amount of individual loans should be limited to a maximum 
of Rs. 5,000, and should in no case exceed 50 per cent of the value of 
the mortgaged security. 

3. The repayment of loans should be by a system of equated 
payments, the whole loan being thus repaid at the end of a period 
of years. 

4. The working capital should he derived from two sources, viz., 
share capital and debentuics. Tlic foreign experts whom the 
Committee consulted suggested that the piopoilion of debentures to 
share capital should be 5 ; 1, but the Committee left it to the discre¬ 
tion of co-operators in each province to raise debentures to the extent 
they considered necessary. The Committee, Ion ever, insisted that 
the value of the debentures outstanding should in no case exceed the 
outstanding amount under mortgages given by the borrowers and 
over which tlic debenture holder has a floating charge. 

5. The debentures should be issued by a central institution, called 
the Provincial Land Moitgage Corporation, from which the district 
mortgage banks should be entitled to obtain the necessary finance. 
This Corporation is to be entirely distinct from the 'Provincial 
Co-operative Rank. 

6. The Committee definitely recommended that a land mortgage 
bank should have the power of foreclosure and sale wilhouL recourse 
to civil courts, subject to the light of the aggrieved party to question 
this action of the bank in the civil courLs. 

7. The Committee noted that the Land Alienation Act (where it 
existed) tended to the replacement of the non-agriculturist by the 
agriculturist money-lender, which necessitated the protection of the 
small peasant proprietor against the lugger agriculturists ; led to the 
restriction of loans by the non-agriculturist money-lender and en¬ 
hancement of his rates : and was a source of trouble in so far as it 
impeded the fiee transfer ol land. “Moreover, the double objeet of 
preventing the free mortgage and sale of agricultural land and the 
provision of credit for the economic benefit of the agriculturist 
through co-operative kind moitgage banks, cannot easily be 
achieved.’'* The land mortgage hanks must have the right to lake 
possession of land through foreclosure on default of payment of 
the instalment of the loan and to sell it. Rut the sale may be to 
agricultural classes according to the provisions of the prevailing 
legislation. 

8. Finally, the Committee recommended the development of 
well-organised joint-stock land mortgage banks for the benefit of 
land-owners who cannot be adequately served by co-operative land 
mortgage banks. 

The first land mortgage bank was organised in 1920 at 
Jhang in the Punjab, and a few more banks were organised in 
the Punjab in the following years. They were "far from 


* Report of the Central Banking Enquiry Committee , p. 170, 
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successful”. The reasons are the Great Depression, the fall 
in land values and the Land Alienation Act. 

The real beginning of land mortgage banking in India 
was marked by the establishment in 1929 of the Central Land 
Mortgage Bank in Madras with Government support. Up to 
the end of 30th June, 1940, this Bank had floated debentures 
guaranteed by Government for principal and interest to the 
extent of over Rs. 2\ crores. There is no Land Alienation 
Act in Madras ; other factors contributing to the success of the 
bank are active assistance by Government, care in the valua¬ 
tion of land, and summary powers enjoyed by the bank for 
recovery ot defaulted instalments. 

A Central Land Mortgage Bank was also organised in 
Bombay in 1935 on the lines of Madras to finance primary 
banks in the province. In other provinces little progress has 
been made in this direction. 

An examination of the position by the Reserve Bank shows 
that land mortgage banks have been concerned too much with 
the redemption of old debts and too little with the improve¬ 
ment of agriculture and methods of cultivation. Loans for 
land improvement may be made at lower rates than for other 
purposes. Greater co-operation is also suggested between the 
activities of land mortgage banks and those of other co-opera¬ 
tive societies and the Agricultural Department. In the matter 
of redemption of old debts, there should be co-ordination 
between Debt Conciliation Boards and land mortgage banks. 

9. Agricultural Non-Credit Co-operation. 

The chief forms of agricultural non-credit co-operation are 
the following: (l) cooperative marketing, (2) better-living 
and better farming societies, (3) consolidation of holdings 
societies, (4) anti-malarial and health co-operative societies, 
(5) miscellaneous types. 

In connection with marketing reform two measures enacted 
by the Central legislature may be mentioned : The Agricultural 
Produce (Grading and Marketing) Act passed in 1937 and 
the Standards of Weight Act passed in 1939. The former 
defines standards of quality and methods of marketing in respect 
of scheduled products. 

Marketing legislation, to which we have referred before, has 
been undertaken in several provinces. 
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The area of operations of a marketing society is much wider 
than that of a credit society, and its liability is limited. Usually 
the produce to be marketed is pooled and graded before sale, 
but many societies also sell the produce of their members on a 
commission basis. 

Marketing societies more often lose than gain by holding 
over a crop for a rise in price. 

Provincial governments have assisted marketing societies 
by means of subsidies for the construction of godowns and 
other purposes. 

In Bombay there are marketing societies for the sale of 
cotton, gur, tobacco, chillies, mangoes, paddy, fruits, vege¬ 
tables, etc. 

In Madras marketing societies usually advance loans against 
produce. In l T . P. sugarcane marketing societies also 
encourage their members to produce better seed and manures. 
Marketing societies are also doing useful work ip Bihar. 
Price instability makes the operations of marketing societies 
difficult. 

Better living and beLter farming is particularly associated 
with rural reconstruction. Much good work has been done in 
the United Provinces and the Punjab. Better farming 
societies supply better seeds and implements and persuade 
their members to adopt better methods of cultivation. 

The Punjab has led in the consolidation of holdings. Con¬ 
solidation is carried out through the agency of the revenue 
staff, now without any charge. 

Bengal initiated health co operatives. Their programme 
includes improvement of village sanitation and education of 
village people in public health. 

The miscellaneous types include cattle breeding, crop pro¬ 
tection, joint cultivation, fencing, dairying, fruit growing, land 
reclamation, colonisation, dam construction, irrigation, drainage, 
grain banks and stores, redemption of land revenue, canal 
silt clearance, credit, education, arbitration, etc. 

10. Urban Co-operative Movement. 

The chief forms of urban co-operation are the following : 
(l) credit societies and banks (2) employees 1 societies, (3) 
consumer's co-operative stores, (4) artisans' and weavers' 
societies (5) milk unions and societies (6) miscellaneous types, 



284 PRE-WAR ECONOMIC PROBLEMS 

Urban credit societies and banks are the most important 
feature of the urban co-operative movement. The liability of 
members is usually limited and the area of operations is wider 
than that of the rural credit society. Urban co-operative 
societies advance loans mostly to small traders, artisans, and 
salary earners on personal security, as well as against gold, 
silver and produce* 

Urban banking is well developed in Madras and Bombay. 
Employees’ societies consist of salary and wage-earners’ 
societies. 'I bey help their members to obtain loans at reason¬ 
able rales of interest, but their real object is the promotion of 
thrift. Mill-hands’ societies also aim at relieving their 
members from the burden of past debts carrying usurious rates 
of interest. 

Consumers’ stores are well known. They exist in several 
provinces. Some stores make the mistake of selling cheaper 
than the market price. This must weaken reserves. 

Weavers’ societies are important in Madras. At the end 
of 1938-39 the Punjab had 341 industrial societies with a 
membership of 5,579. 

Milk societies in Madras and U. P. not only make pure 
milk available to town dwellers, but assist producers to obtain 
fair prices for their product. 

The miscellaneous types include societies for insurance, 
housing, and supply of students’ requisites. A considerable 
number of students’ stores have been organised in most of the 
province?. 

11. Co-operative Trends. 

The Review of the Co-operative Movement (1939-40), 
published by the Weseive Bank, on the whole gives a pleasing 
picture of the co-operative movement. There is no aspect of 
economic or social life, whether in the towns or m the 
villages, which is unaffected by the co-operative movement. In 
the villages, cultivators are being freed from debt ; they are 
taught methods of adding to their income by taking up sub¬ 
sidiary occupations ; they are supplied with better seeds ; 
their cultivation is improved, and in a dozen different ways 
they are introduced to better-living. Artisans and tfftflers 
have not been neglected, and urban societies, besides 
endeavouring to reduce the indebtedness of their members, 
supply them with consumers’ goods, including pure milk and 
ghi , and even build houses for them. We are not told 
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whether the multi-purpose idea has started to 'grow* in the 
towns as well, as it is growing in the villages. 

While all this and more may be true, the extent to which 
co-operation has affected the masses of India is extremely 
small at present. The total number of members of all co¬ 
operative societies in British India in 1939-40 was 55 lakhs ; 
the estimated population for mid-year 1939, is 27,83 lakhs 
(census population 1941, 29,58 lakhs). The co operators 
represented about 2 per cent of the estimated population in 
1939. Taking the average size of the family as 4*5, and 
assuming that each co-operator represents a family, then 9 % 
of families were affected by the co-operative movement in 



08 11 16 21 26 31 36 40 

Fig. 33. 

Showing th* Gompertz curve fitted to members of co-operative 
societies in liritish India from 1907-08 to 1939- M). 

Wle equation to the fitted curve is 

V = 57*85712 (*2091099)‘ 01102508 ' 

See Appendix E tabic I (Chapter XII) 

The trend of co-operation between 1907-08 and 1939-40 
may be studied with the help of the Gompertz curve (Fig. 33). 


286 


PRE-WAR ECONOMIC PROBLEMS 


will be seen that the growth of members practically ceased 
during the depression years, but a rapid increase began in 
1936-37 and by 1939-40 the number of members had increased 
to a little over 55 lakhs. The Gompertz curve pursues its 
course, ignoring both the cessation of growth during the 
depression and the phenomenally rapid growth thereafter. The 
maximum number of members, which the curve would 
approximately, but never exactly, reach is about 58 lakhs 
(Log A'= 1"7623590() = 57*86 lakhs). 

The Gompertz curve takes a too pessimistic view of the co¬ 
operative movement. Its pessimism is due to the stationary 
condition of the movement during the depression. 



Fig. 34. 

Showing a curve fitted to ^members* of co-operative societies in 
British India from to 1!J:)!M0. The curve brings out the 

stationary condition of the movement between 1930-31 and 1935-30 
and rapid growth thereafter^ 

See Appendix' E, Table 3 (Chapter XII) 
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Another curve, called the modified exponential, gives us 
a better maximum, about 262 lakhs. It promises about 123 
lakhs of co-operators in 2001 A.D. and 192 lakhs a century 
later. 

There is nothing in the trend of the co-operative movement 
between 1907-08 and 1939-40 to suggest that it will solve our 
economic problems within a reasonable period of time. 

Fig. 34 shows a curve fitted to the members of co¬ 
operative societies between 1925-26 and 1939-40. It clearly 
brings out the different phases of the movement during this 
period. If the exceptional conditions created by the war 
continue for some time, the number of members of all 
co-operative societies may be expected to increase as shown 
below : 


Year 

No of Members 
Lakhs 

1940-41 

61'86 

1941-42 

69'08 

1942-43 

74'08 

1943-44 

78’86 

1944-45 

80-24 

1945-46 

80‘85 


A return to agricultural prices ruling before the war will 
check progress. 



APPENDIX E (CHAPTER XII) 

The Trend of the Co-operative Movement. 

1. Fitting the Gompertz curve to members of co-operative societies : 
The calculations made are shown in the following table : 

Table E. I- 

The Gompertz Curve fitted to members of Co-operative Societies in 
British India , 1907-08 to 1939-10. 




No of 




| 

Year 

X 

1 Members, T 

1 lakhs L °8!/ 

(log a)b ' 

Logi/ —log A' 
+ (log a)b' 

?A 

1 


• <?/) 





1907-08 

0 

1-5 

■17009 

-1 -6790027 

0833564 

1-211 

1908 09 

1 

1-8 

■25527 

-1-5306218 

1 -2317373 

1-705 

1909-10 

2 

2*2 

•31212 

-1-3953542 

■36700 49 

2-328 

1910-11 

3 

< 31 

•49136 

-1-2720 400 

■4903095 

3 093 

1911-12 

4 

40 

•60206 

-1 15962 48 

, -60273 43 

4006 

1912-13 

5 

5*4 

•7323!) 

-1 057143 4 

| 7052157 

5 072 

1913-14 

G 

7 0 

•84 >10 

- -9637192 

1 -7986399 

i 6-290 

1914-15 

7 

7 G 

i ‘88081 

- -8785512 

■8838079 

| 7-653 

1915-16 

8 

8i 

•92128 

- -800910) 

-961 4491 

9151 

191G-17 

9 

9 (i 

■98227 1 

- -7301300 

10322291 

10-770 

1917-18 

10 

105 

1-02119 ] 

| - -0656052 

1 0967539 

i 12 500 

Log y 


725324 


7 2532180 


1918-19i 

11 

124 

1 09312 

- -6067827 

1 ■ 1555764 

14 31 

1919-20 

12 

15 2 

1 ISISJ 

- "5531586 

1-2092005 

1619 

1920-21 

13 

170 

l 24 >51 

- -5042736 

1 2580855 

1812 

1921-22 

14 

19-8 

1 '29667 

- 1597087 

1-302650 4 

2003 

1922-23 

15 

21’2 

1 326 11 

- -4190821 

1 3132768 

2204 

1923-21 

1G 

23' l 

136922 

- -3820162 

1-3803129 

2401 

1921-25 

17 

26-0 

1 1.191.7 

- 3182830 

1 1.1 40761 

25-95 

1925-20 

18 

28-8 

1 "45939 

- •3175038 

1*4148553 I 

l 27-85 

192G-27 

19 

32 0 

1-50515 

- -2894446 

14729145 | 

| 29-71 

1927-28 

20 

35 0 

1 -51 197 

- -2638650 

1 4984941 | 

1 31-51 

1928-29 

21 

3G 7 

1 56407 

- *2405161 

1-5218130 

i 33-25 

Log y 


15 00125 


150012555 


1929-30 

22 

38-0 

V57978 

- 2192880 

1 5430711 

34 92 

1930-31 

23 

38'9 

l 58995 

- 1999086 

1 5624505 

36-51 

1931-32 

24 

38'6 

1-58659 

- -1822418 

1-5801173 

3803 

1932-33 

25 

38'3 

1 -58320 

- 1GG13G3 

1 -5962228 

39-47 

1933-34 

2G 

38' 5 

1-58546 

- 1514511 

1 6109050 I 

4082 

1034-35 

27 

394 

1-59550 

- -1380694 

1 6242897 

4210 

1935-3G 

28 

395 

1-59660 

- 1258676 

1-6364915 | 

| 43 30 

1936-37 

29 

| 41 6 

1-61909 

- -1147442 

1-6 476149 

44 42 

1937-38 

30 

1 435 

1G3849 

- -1046037 

1-6577554 ! 

1 45-47 

1938-39 

31 

48'3 

1-68395 

- -0953594 

1 •6669997 

4G-4G 

1039-40 

32 

553 

1 -74273 

- -0800331 

1-675 4260 

47-3G 

Log « 


77-801304 


17 8013439 _ 



fr" = & U = 0'3G139473232 
&-09116250778. 
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log a* -1-670002273 log k = 1*70235900. 

log y —1'76235006 - (1 679OO273)(*911250778) X 

or log y = 57-85742(*2094099)- 9ll6a5C8X 
2. Fitting the modified exponential to the same data : 

The modified exponential has the form : 

y = k + ab* o= - 265-250362 

ft —261 -8284305 b = ■99309073 

b" = b u — 92057005. 

Table E. II. 


Modified Exponential fitted to Members of Co-operative Societies in 
British India, 1907-08 to 1939-10. 




No of members,! 


&•{ abx 
(S/o) 

Year 

X 

Lakhs 

(V) 

a6 x 

1907-08 

i 0 

1 5 

— 265*250 

- 3-422 

1908-09 

, 1 

1 8 

- 203*418 

-1*500 

1909-10 

1 2 

2 2 

-201*598 

■230 

1010-11 

3 

3 1 

-250-790 1 

2*038 

1011-12 

4 

1 0 

- 257*995 1 

3*833 

1912-13 

5 

5-4 

-2iG-213 | 

5 015 

1913-14 

0 

7 0 

-254*442 

7*386 

1914-15 

7 

7 0 

— 252-084 

9-144 

1915-16 

8 

S 4 

- 250 939 

10 889 

1910-17 

9 

96 

- 249 203 

12 625 

1017-18 

10 

10 5 

- 217 483 

14 343 

liV 


01 1* 


*61 *091 

1918-19 

1 1 

12 1 

— 215 773 

10 055 

1919-20 

12 

15*2 

- 214 075 

17*753 

1920-21 

13 1 

17 0 

-212 383 

19 445 

1921 22 

11 

19 8 

- 210 711 

21111 

] 922-23 

15 

21*2 

-239 051 

22 777 

1920-24 

16 

23 4 

-237*399 

21-429 

1924-25 

17 

20 0 

-235 759 

26*009 

1925-26 

18 

2S*8 

- 231130 

27 698 

1020-27 

19 

32 0 

-232 512 

29 316 

1927-28 1 

1 20 1 

| 35 0 

- 230*900 

30*922 

1928 29 

21 1 

1 30‘7 

| -229 310 

32-518 



208*1 + 


♦268*096 

1929-30 

22 

38-0 

- 227 720 

34*102 

1030-31 

23 

38 9 

- 220 153 

35 675 

1931-32 

24 1 

1 38 0 

-221 590 

37*238 

1932-3o 

25 

38-3 

-223 038 

1 38*790 

1933-34 

20 

38*5 

— 221 497 

40*331 

1931-35 

I 27 

39 4 

-219-907 

41*861 

1035-36 

28 

39 5 

-218 447 

43*381 

1930-37 

29 

41*6 

-21C938 

44-890 

1937 38 

30 , 

13*5 

-215*397 

40-431 

1938-39 

31 

1 48 3 

-213 950 

47*878 

1939-40 

82 

55*3 

-212*472 

49*356 

” _ 


4599+ 


*459'938 “ 
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Thus : 

t/=2Gl *8284895 - 2G5'250302( 903090T8) X . 

(® = 0 for 1907-08) 

The modified exponential is fitted like the Gompertz curve 

b „ =b n = ^«y~~’y 

\y-hy 

a={'2ty-^iy) 7 b ~ i 


'(ft"-!)* 


The modified exponential shows the number of co-operators in 
1907-08 and 1908-09 as negative, which has no meaning. 


3. A curve fitted to members of co-operative societies , 1926-2 (i to 1939-40 . 

This curve has been fitted like the population curve, which was 
explained in Appendix A to Chapter 1. 

Table E- III. 


Members of Co-operative Societies in British India , 1923-26 to 1939-40 . 


Number | 


Year. 

isumuer 

of 

i members 

1 X 

log 

r 

t-tl 

K„ 

K t 

V. 

d 

1925-20 

(1,000). 

. 1 2878 

-■259078 | 

-10'5 

■02107 

02539 

2810 

-32 

1920-27 

3195 

- 180522 

-9*5 

21903 

01902 

3190 

+ 1 

1927-28 

3504 

-*118191 

-8-5 

•01391 

01180 

3109 

-35 

1928-29. 

. 1 3609 

- 082310 

— 75 

01098 

■01112 

3005 

- 1 

1929 30. 

3801 

-*053228 

0*5 

•00819 

*00872 

3787 

-17 

1930-31 

3891 

-■033131 

— 5 5 

•00028 

•00778 

3853 

-38 

1931-32 

3802 

- 010759 

- 15 

•00900 

00815 

3875 

+13 

1932-33. 

3832 

-*(> 17205 

— 3*5 

■01319 

3)1088 

3875 

+ 43 

1033-34 

3810 

-011197 

- 2 5 

01708 

01523 

3875 

+ 29 

1934-35 

3937 

- 021059 

- 1 5 

■01015 

02108 

3900 

37 

1935-36 

3952 

- ‘021440 

— '5 

■0 1288 

■03030 

3981 

+ 29 

1930-37. 

1155 

■022081 

'5 

01117 

011 11 

1119 

- 0 

1937-38 

1350 

0G3995 

1*5 

01206 

3)5510 

1130 

+ 80 

1938-39 

1829 

•108010 

2 5 

■00710 

•07110 

1871 

[-25 

1939-40. 

5531 

■333100 

35 

*09523 

09071 

5170 

-04 


1 

| 



1 


+ 220 
- 233 


v(j/) =-43274, 

l(xy) 

= 1-10044, 


'y)= H'88428 



vfa'ty) = 41 -27788. 

The assumed maximum (a) is 8,104,000. The origin is placed in 
the middle of the years 1935-36 and 1936-37, so that t-t l for L93G-37 
is 5 and that for 1935-30, -’5. A year is taken as 1 unit. The 
equation to the curve fitted to the observed K's is 

y = 01088 + '003367#+■ 0009G27;r a f- 00002G49J?’. 









CHAPTER XIII 


CENTRAL AND PROVINCIAL FINANCE 

There are four lan lnurls* in the study of central finance 
since 1913 14 : (l) the last world war or the Great War 

of 1914-1 iS ; (2) the separation of central from provincial 

finance ejected on the 1st of April, 1921 ; (3) the Great 

Depression, which sernusly allected the revenue position in 
1931, and (l) the introduction of provincial autonomy with 
effect from 1st April, 1937. 

1. Central Revenue and Expenditure, 1913-14 to 
1920-21. 

The total revenue of the Government of India in 1913-14 
amounted ti about 1 2<S ciuies, The princmal sources of reve¬ 
nue were the following : 



1013-11 

1020-21 


Crore Rs 

Crore Rs 

Land Revenue 

... 32' 1 

32‘0 

Opium 

... 2'4 

3'5 

Salt 

V2 

O'8 

Stamps 

S’0 

ll'O 

Excise 

... 13'3 

20'4 

Customs 

.. 1L3 

31'9 

Income tax 

... 2*9 

2S2 

Total Revenue 

... 1^7‘S 

21 VO 


At the outbreak of the Grent War the general rate of the 
customs tank w T a 3 5 ’.i (h! valorem , and the yield was a little 
over 11 crores. 

The income-tax was levied according to the Act of 1886. 
This Act applied to all incomes except those derived from 
agriculture. Ordinarily only incomes which were less than 
Rs. 500 were exempted from the tax, but the exemption limit 
was raised to Rs. 1,000 in 1903, Incomes between Rs. 1,000 
and Rs. 4,999 paid 4 pies in the rupee and incomes above 
that amount were taxed at the flat rate of 5 pies in the 

29 ) 
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rupee. As is seen from the figures given above, the land reve¬ 
nue is an inelastic source of income. The need for more reve¬ 
nue during the Great War was met principally by changes in 
the customs duties and the income-tax rates. In 1916 pro¬ 
gression was introduced in the income-tax up to Rs. 25,000 
and in 1917 came the first Super tax Act. 1 he exemption 
limit was raised to R<\ 2,000 in 1919. In that year the 
combined income-tax and super-tax rates amounted to 4 As. in 
the rupee. 

Military expenditure increased during the War, but the 
greatest increase took place after the signing of the armistice in 
November, 1918. This was due to the reorganisation of the army. 

2. Separation of Provincial from Central Finance. 

There was a close connection between Imperial and Pro¬ 
vincial finance before the introduction of the Montague-Chelms- 
ford Reforms. Certain heads of revenue were divided equally 
between the Imperial and Provincial Governments ; the 
remaining sources of revenue were entirely Imperial or entirely 
Provincial. In most of the Provinces the divided heads were : 
land revenue, excise, stamps, income-tax and the income from 
large irrigation works. The entirely Provincial heads were : 
forests, registration, the receipts under the spending depart¬ 
ments managed by Local Governments such as ordinary public 
works, police, education, medical, courts and jails. The follow¬ 
ing sources of revenue were wholly Imperial : opium, salt, 
customs, mint, railways, posts and telegraphs, military receipts, 
and tributes from Indian States. Like heads of revenue, 
some of the heads of expenditure were commonly shared by 
Imperial and Local Governments, while others were entirely 
Local or Imperial. The responsibility for all outlay connect¬ 
ed with defence, railways, interest on debt, posts and tele¬ 
graphs and the Home Charges rested with the Imperial Gov¬ 
ernment ; the Provinces were responsible for expenditure 
relating to land revenue and general administration, education, 
the medical department, police, jails and forests. The common 
heads of expenditure were irrigation and ordinary public works. 

The Imperial Government, further, acted as a banker to the 
Provincial Governments, as it kept their balances. These 
balances consisted of large grants made by the Imperial 
Government to the Provinces in the past for expenditure on 
education, irrigation, sanitation, agricultural and veterinary 
development and other similar objects. Provincial Governments 
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could not spend the money at once and the result was the 
accumulation of balances. 

The abolition of divided heads involved the disappearance 
of Privincial figures from the Indian Budget. Land revenue* 
irrigation, stamps and excise were made wholly Provincial, and 
the income-tax wholly Imperial. 

The main reason for this important change in our financial 
system was that the political autonomy of the Provinces under 
the Reforms scheme would have been incomplete without 
financial autonomy. The authors of the Indian Constitutional 
Reforms thought that the Provinces should not be dependent 
on the Central Government for carrying out any schemes of 
Provincial development. They attached very little importance 
to the argument that the authority of the Government of India 
would be lowered if the Provinces were freed from the finan¬ 
cial control which it exercised over them. On the other hand, 
they thought it was impossible that the old system should 
work successfully under the new conditions, as a large popular 
element had deen introduced into the government of the Pro¬ 
vinces while the Central Government was still an official 
government. 

As a result ol the proposed financial changes a large deficit 
in the Indian budget was anticipated. This was to be met by 
annual contributions of fixed amounts from the Provinces to 
the Central Governmeent. The rules framed under the Gov¬ 
ernment of India Act (Sec. 45 A) in accordance with the 
recommendations of the Meston Committee provided for a total 
Provincial contribution of 983 lakhs in the financial year 
1921-22. 

From the year 1932-23 onwards the total Provincial contri¬ 
bution was to be 983 lakhs “or such smaller sum as may be 
determined by the Gjvernor-General-in-Council.” The 
percentage of this total amount to be paid in each year by 
each Local Government was definitely fixed. 

In determining the scale of contributions, the Meston Com¬ 
mittee took into consideration the indirect contributions of the 
provinces to the Government of India, and in particular the 
incidence of customs duties and of income tax, the industrial 
and agricultural wealth of the provinces with due regard to 
their liability to famine, and the capacity of each province for 
expansion and development agriculturally and industrially. 
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The Provincial contributions were not intended to be 
permanent. 

The growth of revenue of the Central Government made it 
possible to remit the contributions in 1927 28 with the 
exception of a small sum, and they were finally abolished in 
1928 29. 

The reforms period begin inauspiciously with deficits The 
deficits, in fact, had started much earlier in the year 1918 19, 
and ended only in the > ear 1923 24 1 he total amoint of 

budget deficits in these five years was no less than 93 crores. 
Practically the whole of the deficit in 1919 ~0 (about 24 crores) 
was due to the Afghan W ar a large part of the delicit in 
1920 21 (2b crores) was due to ureais of the same war 

The deficits weie met by the issue of fiduciary currency 
against the Government s own I. O l s and Trcasuiy Bills. 
The situation was alarming and called for diastic remedies \ 
Retrenchment Committee piesidcd o\er bv Lord Inchcape, 
was appointed in 1^22 to overhaul expenditure, lhe rtduc 
tions in expenditure recommended by this Committee 
amounted in the aggregate to lv^ IS urores 

After a succession of deficit }ean> a sui plus was realised in 
1923 -4, and thereafter, till the advent of the trade depression, 
there were only minor changes in the tix system Military 
expenditure was brought down from about 8S crores in 1920 21 
to about 55 croies, as recommended by the Retrenchment 
Committee of 1922 

The financial situation before the In It depression, cjuld, 
without exaggeration, be df^cubed us eminently satisfactory 
Pinancial stability had been attained in s k itc of the heavy 
sacnfice of revenue on the p irt of the Government of India 
li crore^ from the cotton excise, Sd lakhs from import duties 
on machinery, 1 T crcies from opium, in addition to about 10 
crores of Provinci il Contributions In the five ytc*rs ending 
31st March, 192s, C overnrnent were also ible to undertake a 
very large amount of capital expenditure, chiefly in connection 
with railways. 

3- The Great Depression 

Sir George Schuster took charge of central finances in 1929. 

His review of general conditions in 19^8 29 showed that 
while they were bad in patches, there was no ground for 
M serious pessimism’". Besides, he was new to the country 
and wanted time to study more fully the expenditure side of 
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the budget as well as economic conditions throughout the 
country. 

In his next budget speech Sir George Schuster referred to 
the New York stock exchange crisis : “ The collapse seems 
likely to result in a period of business stagnation in America, 
which has already produced a serious fall in the price of all 
commodities. While the effect of these events on monetary 
conditions in India has been apparent throughout the year 
under review [_ 1929-30J the effect of the fall in prices on trade 
is only now beginning to be felt.” 

The depression, which was just beginning, produced deterior¬ 
ations of revenue under Customs, Miscellaneous payments, 
Railways, Posts and Telegraphs and other heads. 

An anticipated deficit of 150 lakhs was exactly balanced by 
a payment to India of 150 lakhs in connection with the 
German Liquidation Account under the Treaty of Versailles. 

But the gap between income and expenditure had not been 
filled. There were some abnormally high receipts under 
particular heads (c.g , interest on the Gold Standard Reserve), 
and windfalls under other heads. 

The financial position was not satisfactory in spite of the 
balanced budget for 10^0-30- The estimates for 1930-31 
showed a gap of crores between income and expenditure. 
Additional taxation provided for a surplus of 1 lakh, but 
the/e was a supplementary budget at the end of August 1931, 
for the returns for the five months, from April to August 
showed a heavy fall of revenue. 

The increase in taxation took the form of a sur-charge of 
25 per cent on the rates in force, lowering of the exemption 
limit of the income-tax to Rs. 1,000, curtailment of the list of 
goods imported free of duty, the imposition of special rates of 
duty on some imports (c g ., boots and shoes and artificial 
silk piece-goods) and an enhancement of postal rates. 

The justification for the proposals for new taxation was that 
India had abandoned the gold standard, and financial stability 
was essential if public confidence in the currency was to be 
maintained : “for once a country’s currency is cut adrift from 
the moorings of a stable standard such as gold, it is particu¬ 
larly necessary to avoid getting into any sort of inflationary 
position resulting from a failure to balance current expenditure 
with current revenue.*’ In the concluding portion of his 
speech the I'inance Member again referred to the connection 
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between budgetary deficit?, note printing and collapse of confi¬ 
dence in a country’s currency and said : 11 We wart to erect 

a solid barrier against the possibility of India getting on to 
that slippery slope. That is the essential justification for our 
proposals.” 

The new proposals were meant not only for 1930-31 but 
also for the whole year 1931 "32. Financial stability was 
attained once more and central finances continued to enjoy 
this stability till the outbreak of the present war, in spite of 
material sacrifices made by the Centre in the interests of 
provincial finance. 

4. Provincial Finance : The Niemeyer Award. 

Sir Otto Niemeyer reviewed ‘ the present and prospective 
budgetary positions’ of the Central and Provincial Govern¬ 
ments in 1936 and before the introduction of Provincial 
Autonomy under the Government of India Act of 1935- It 
was recognised that at the inauguration of Provincial 
Autonomy ‘each of the Provinces should be *o equipped as to 
enjoy a reasonable prospect of maintaining financial equili¬ 
brium’ ; the chronic state of deficit into which some Pro\inces 
had fallen was also to be ended. To achieve these aims Sir 
Otto Niemeyer was (i) to determine the extent to which the 
Provinces w’ould need special assistance, (i/) to consider how 
far the Central Government was in a position to lender such 
assistance without jeopardizing its own solvency, and (Hi) to 
suggest to what extent and when it might he possible for the 
Centre to place additional resources at the disposal of the 
Provinces out of the proceeds of the taxes on income. 

Sir Otto found that the Cential and Provincial Governments 
had gradually recovered from the eflecU of the economic 
depression, though recovery in the case of the Piovinces was 
far from complete. The Central Government was enjoying 
surpluses as compared with deficits of over 11 crores in each of 
the years 1930-31 and 1931-32 in spite of the abolition of 
pay cuts, and the remission of most of the increase in rates of 
income-taxes and in spite also of the annual surrender since 
1934-35 of nearly 2 crores of jute export duty to the jute- 
producing Provinces. The Provinces also showed a very 
substantial improvement over the deficit position of 1930-31, 
partly due to the financial assistance from the Centre- 

Sir Otto, on the whole, took a favourable view of the 
financial situation. “ Consumption taxes in the Provinces”, 
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he wrote, “might reasonably be expected to rise with consump¬ 
tion taxes (Customs and Excise) at the Centre” : he anticipated 
some expansion of Provincial expenditure from the recovery 
of Provincial resources, “ not all of which are, or need be 
static.’ 1 He concluded that, given prudent management of 
finances, adequate arrangements could be made ‘step by step, 
to meet the financial implication of the Constitution,’ and 
saw no reason ‘ why a cautious but steady advance should not 
be achieved.’ 

His examination showed that some Pro\inces were intrinsi¬ 
cally better off than others, or needed less assistance from the 
Centre than others. The 1’iovinces which stood most in 
need of help were Bengal l‘ clearly on a low standard 5 ), Bihar 
and Orissa (‘poorest Province in India’), the Central Provinces 
and the United Provinces. The immediate difficulties of the 
United Provinces were considerable. Sind and Orissa, the 
new Provinces, had ‘special problems of their own.’ 

Bombay received annual relief to the extent of about 90 
lakhs from the separation c«f Sind ; and Madras and Bihar 
about 20 lakhs and 8 lakhs respectively from the separation of 
Orissa. “ Madras, Bombay and the Punjab,” said Sir Otto 

have certainly not the lowest administrative standards in 
India’’. He might have added that the Punjab was justly 
proud of possessing the highest administrative standards in 
India. 

Financial assistance was granted to the following provinces 
in the form of subventions and grants-in-aid : Bengal, Bihar, 
Assam, N. \V. F. P., Orissa, Sind, and U. P. 

In addition, the jute-producing provinces were to receive 
6per cent, instead of 50 per cent, of the net produce of the 
Jute Export Duty. This meant an additional revenue for 
Bengal of 42 lakhs, and smaller sums for Bihar, Assam aod 
Orissa. 

All debt contracted with the Centre prior to 1st April, 1936, 
by the following provinces w>as cancelled : Bengal, Bihar, 
Assam, N. W. F- P. & Orissa. The other Provinces benefited 
by debt consolidation. 

The Provinces were granted a share in the income-tax. The 
divisible amount of the income-tax was fixed at 12 crores, of 
which, except under specified conditions, the Provinces were 
to eventually get 50 per cent, or 6 crores. The scale of dis¬ 
tribution among the Provinces was fixed partly on residence 
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and partly on population. The percentage share of the 
Provinces in the income-tax is : Madras 14, Bombay 20, 
Bengal 20, U. P. 15* Punjab 8, Bihar 10, C. P. 5, Assam 2, 
N. W. F. P. 1, Orissa 2 and Sind 2. 

The total re\enue of provincial governments in 1921-22 
amounted to 70"4 crores (Central Government, 115’2 crores). 
The figures for 1938-39, by Provinces, are shown in the 
following statement : 


Piovnicial Revenues , 193H-39 


Madras 

Lakhs 

... 16,13 

Bombay 

... 12,45 

Bengal 

... 12,77 

r. P. 

... 1 2, (SO 

Punjab 

... 11,36 

Bihar 

... 5,23 

C. P. A' Berar 

... 4,27 

Assam 

2,58 

N. W. 1\ P. 

1,81 

Orissa 

1.82 

Sind 

3,70 

Total 

... 84,92 


5. Review of 'Nation-Building’. 

The expenditure on ‘nation building departments’ in the live 
major ProMiices in 1938-39 is shown by the following state¬ 
ment : 



Total 

expen¬ 

diture 

Educa¬ 

tion 

Medical 

1 Public 
health 

Agri¬ 

culture 

Indus¬ 

tries 

Madras 

Kill) 

262 

98 

27 

21 

28 

Bombay 

1*280 

191 

45 

28 

15 

0 

Bengal 

1277 

155 

5G 

41 

14 

18 

U. P. 

1280 

, 209 

3G 

25 

55 

19 

Punjab 

1101 

101 

53 

20 

36 

19 


A review of the working of provincial autonomy suggests 
the following conclusions : 

1. In a technical sense the aim of the Niemeyer Report 
and Award was achieved. The state of chronic deficit in 
which certain Provinces had fallen was ended; financial 
stability was attained ; their resources were materially increased, 
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and they started their career as autonomous entities on an 
‘even keel.’ 

2. There is no major Province in which increased spending 
power is not being utilised for the expansion of constructive, 
nation-building activities. In every Province ibere is a keen 
desire to promote the well-being of the rural masses and to 
augment the sources of wealth-production in order to increase 
the income of the people. This task is being attempted in 
each Province within the limits of the resources of the 
Province. 

3. But very little has been done to reduce the burden of 
rural taxation. The remissions in land levenue, where they 
were granted, were inadequate. 

4. While the attempt to increase the income of the people 
by the improvement of agriculture and the marketing of agri¬ 
cultural produce deserves all praise, the main source of the 
agriculturist’s income is the prices at which his crops are sold, 
and prices are beyond the control of Pro\incial Governments. 

5. Cottage industries are being promoted in all Provinces, 
but they have little chance of survival in competition with 
machine industries. The development of factory industries 
depends on conditions determined by the Government of 
India. 

6. The action taken to relieve agricultural indebtedness 
tended to destroy the foundations of rural credit. 

7. There is no Province which could not usefully increase 
its expenditure on nation-building activities, in relieving 
indebtedness, and in reducing the burden of rural taxation. But 
no important new souices of revenue have been discovered. 
The mam existing souices of Provincial revenues are largely 
rigid and inelastic. 

The Congress Party Election manifesto (Bombay) had 
talked of ‘giving immediate relief to the stnaliei peasantry by 
substantial reduction of agricultural rent and revenue now 
paid by them, and exempting uneconomic holdings from 
payment of rent and revenue.’ The Bombay (Congress) 
Government failed to carry out thtii election promises. 
Dr. Ambedkar (then a member of the Opposition in the Bom¬ 
bay Legislative Assembly) wanted to know why the Finance 
Minister had ‘eaten up his words’. The answer of the Govern¬ 
ment was, “We cannot mint new rupees, or print new 
currency notes.” Provincial Ministers did not take very long 
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to realize their limitations under provincial autonomy. Funds 
were needed for giving peasants relief from the heavy burden 
of rural taxation, and for development in many directions. 
These funds were simply not available. In the Frontier 
Province the Finance Minister in his budget speech for 1938- 
39 complained that the amount of subvention from the Centre 
1 did not provide for normal expansion and for new items of 
expenditure on beneficent and nation-building schemes”. He 
ended his speech with 

11 Cho ’a shay me shudam gujtam he budam gauhar-i-maqsud , 

Na danistam he een darya che mauj-i-bekiran darad 

In two provinces, Bombay and Madras, nation-building in¬ 
cluded prohibition, which led to a sacrifice of revenue. In Sind, 
country liquour was made of Iweaker strength’, which cannot 
be considered lair to the consumer. 

6. Direct Taxes : The Income-tax. 

Before concluding this section we may consider the reform 
of the direct taxes levied in India, the income tax on non- 
agricultural income, and the land revenue, which is paid out 
of agricultural income. 

An Income Tax Enquiry Committee was appointed by the 
Government of India in 193h. 

Its most important recommendation was the substitution of 
the ‘slab’ system in place of the ‘step’ system. The Committee 
condemned the step system on the ground that under this 
system the actual tax payable on various ranges of income was 
excessive as compared with that on incomes above and below. 
The ‘slab’ system is based on the application of progressive rates 
to successive slices of income. 

The difference between the ‘step’ and the ‘slab’ system may 
be shown by an example. 

If income amounts to Rs. 25,000, the tax payable under the 
step system was at the rate of 19 pies per rupee on the whole 
income plus 1 ; 12 surcharge. This is equal to Rs. 2,680, or 
10'7 per cent of the income. 

Under the ‘slab* system, the first slice of income, Rs. 1500, 
is tax-free. On the second slice of Rs. 3,500, the tax will be 
paid at the rate of 9 pies per rupee (Rs. 16+). On the third 
slice of Rs. 5,000, 15 pies per rupee will be charged (Rs. 391); 
on the fourth slice of Rs. 5,000, 2 As. per rupee, (Rs. 625), and 
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on the balance of Rs. 10,000, 2\ As. per rupee (Rs. 1,562). 
The total tax payable would be R c . 2,742, which is 11 per 
cent of the income. 

If the income is Rs. 4,000, under the slab system the tax 
will be payable only on R*. 2,500 at the rate of 9 pies per 
rupee, or R?. 117 (2*9 per cent of income), as compared with 
3‘4 per cent or Rs 135 under the 'step system* (6 pies per 
rupee on the whole income plus 112 surcharge). 



Income in Rs. 

Fig. ;J5. 

Illustrating the difference between the ‘step’ and the *slab’ system 
of income-taxation. 

The readers attention is drawn to Fig. 35, which explains 
why the old system was called the 'step* system. Under the 
slab system, the percentage of income taken rises throughout 
gradually, not by ‘steps*. The 'steps’ disappeared under the old 
system, but only after R«. 40,000. 

The income-tax amendment Act was passed in 1939. Since 
then no alterations have been made in the basic rates, but 
surcharges have increased. The super-tax becomes payable al 
graduated rates when income exceeds R«=. 25,000. The basic 
rate of the tax on companies is 30 pies and that of the Cor¬ 
poration tax 12 pies per rupee on the whole of total income. 
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Income of residents in British India earned abroad . 

Before 1939 the foreign income of residents in British India 
was taxed on the remittance basis, that is, only that part of 
the income arising abroad was taxed which was actually 
remitted to India. This led to fraudulent evasion of the tax 
and the investment abroad of income not brought to India, 
which adversely affected the supply of capital for Indian 
industry. The Income tax Enquiry Committee recommended 
the substitution of the accrual Easis (taxation on the basis of 
the whole income accruing) for the remittance basis. 

At present persons who are resident and ordinarily 
resident* in British India pay on income arising 
in British India, on foreign income brought into British India, 
and also on foreign income not brought into British India, 
with a deduction of Rs 4,500 on the last mentioned class of 
income. Where foreign income-tax is payable on income 
arising abroad, one-half of the Indian tax, or one-half of the 
foreign tax, whichever is lower, is allowed as a deduction from 
the tax payable. 

No distinction is made in India, for the purposes of the 
income-tax, between earned and unearned incomes, nor are 
allowances given for children or dependents as in the United 
Kingdom. 

We have as yet no death duties, but an estate duty on non- 
agricultural property is being considered by the Government of 
India. The Finance Member said in March 194-4 : ‘Tt is 
indisputable that enormous private fortunes h ive been nude 
during the war, aggra\ating the great inequality which already 
existed” (Budget speech). Death duties may provide some 
money for post-war reconstruction. 

7. The Land Revenue : A Tax or Rent? 

The land revenue lias been paid in India from time im¬ 
memorial. What is the nature of the land revenue as it is 
levied at present ? 

* To be resident a person must either be in British India for at 
least half the year or have a house maintained in British India and 
vhdt it at least once during the year. To be‘ordinarily resident' a 
person must have been resident for nine out of the previous ten years 
and must also have been in British India for 730 days in the previous 
7 years. A company is deemed to he resident in India if it is con¬ 
trolled in India, or if more than half of its income arises in British 
India. 
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The nature of the land revenue has formed the subject of a 
lengthy discussion. 

In a minute written in 1875, Sir H. S. Maine answered the 
question whether the land revenue was or was not rent in the 
negative. It seemed to him incredible that since the begin¬ 
ning of history any Government should have taken the full 
economic rent of the land cultivated by its subjects. To do 
this it would be necessary for the Government to "put up the 
soil in parcels to competition,” without recognizing any here¬ 
ditary rights of property. "No evidence,” said Sir H. S. Maine, 
“of any such system exists; some preferential rights, whether 
they can or cannot be called ownership, have always been 
acknowledged.” 

Such preferential rights which may be described as owner¬ 
ship, we may add, were recognised by the Moghul Kings. In 
the Ain-i-Akbari , Abul Fazal refers to owners of property who 
held their lands by ancestral descent : 

“It is well known that in inhabited parts of the country there 
are numerous owners of property, who hold cultivable lands by 
ancestral descent” (Persian Text, A. S. 11., vol. I., p. 290). 

If then rights of property were recognised in India in pre- 
British days, how did the land revenue come to be looked upon 
as rent by the British Government ? The burden uf the land 
revenue under Indian rule was heavy —the State demand 
sometimes absorbed nearly the whole of the net income from 
cultivation. Rent and State ownership, according to Sir H. S. 
Maine, did certainly express to an English ear, better than 
any others, the nature of the right which was exercised by the 
Indian Government. The morality current in England did not 
forbid the exaction of an extreme rent from a tenant, just as 
the morality current in India did not forbid the exaction of 
excessive contributions from a subject in virtue of the land 
which he occupied. Under Indian rulers, then, the land 
revenue was a tax, but it was so heavy as to be equal to an 
extreme rent. Our British rulers mistook it for rent. 

In a minute, also written in 1875, Sir Louis Mallet em¬ 
phasized the importance of distinguishing between rent and 
revenue. This was not a question of Words to the cultivator. 
Sir Louis Mallet protested against the policy of resisting and 
removing taxes such as income-tax and Customs, and adding to 
the charge laid on the land in order to provide the sums needed 
for public works, education, health, famine, and other bene- 
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ficent objects He described that policy as ‘communistic*. 1 
“I shall rejoice to see a limit placed on future assessments,** 
he said, “with a view to which the renunciation of the theory 
of State landlordism would be the most effectual step.’* 

Under which theory can the State demand more revenue 
from the cultivator ? Under the rent theory, Lord Salisbury 
(Secretary of State for India, who took a share in this contro¬ 
versy in 1875) pointed out, the State would be obliged to leave 
wages and profits to the cultivator—it could take only the 
surplus produce of the soil. Under the tax-theory, on the 
other hand, the State might take whatever it pleased : the 
cultivator’s payments wnild be limited only by the power of 
mercy of the Government. “It speaks boldly for Lhe character 
of British rule,” added his Lordship, “that the advocates of the 
Ryot call for Lhe application of the tax theorv." He agreed 
with Sir Louis Mallet I hat the “nondescript land dues should 
tend to the form of revenue rather than that of rent/’ 2 

1 * So long as the exactions from the land by the State were levied 
by the Company as the inheritor of the despotic Governments, and 
frugally dispensed in the several functions of administration, or even 
sent in the form of tribute to England, I can understand the Indian 
people accepting their condition, lint when the sums s> taken 
are largely spent, as they now are for the avowed purpose of benefit¬ 
ing the Indian Empire and people at large, on public works, educa¬ 
tion, health, famine, and all the objects which, under Lhe influence of 
modern ideas, fall wilhin the province of State expenditure, and 
attempts are made more and more to resist and remove taxes such as 
income-tax and customs, which fall on other than the landholding 
classes, while to meet the increasing burdens of the State additional 
charges are laid on the land, may they not awaken to the fact that 
they are being made the subject of an experiment, which, I venture 
to think in spite of Sir H S Maine’s criticism, can only be appropri¬ 
ately described, where it is found, as ‘communistic * 

“From this point of view, the policy of further taxing the land 
might easily become a political danger, and the large margin on which, 
under the rent theory, the State has a rig lit, if it be not a duty, to 
encroach, lends itself too easily to such an extension.” (Sir Louis 
Mallet’s Minute, 1875). 

a “To the modern Indian statesman the refined distinctions of the 
economical school are a solid living reality, from which lie can as little 
separate his thoughts as from his mother tongue. To us it may seem 
indifferent whether v*e call a payment revenue or rent, so long as we 
get the money ; but it is not indifferent by what name we call it in 
his hearing. If we say that it is rent, he will hold the Government in 
strictness entitled to all that remains after wages and profits have 
been paid, and he will do what he can to hasten the advent of the 
day when the State shall no longer be kept by any weak compromises 
from the enjoyment or its undoubted rights. If we persuade him 
that it is revenue, he will note the vast disproportion of its incidence. 



FINANCE 


305 


The occasion which pave rise to this instructive discussion 
GO years ago was a difference of opinion between the Governor 
of Madras and his Council regarding the power of the Local 
Government to increase the assessment. 

8. Who is the Owner ? 

The question was re discussed in detail by the Indian Taxa¬ 
tion Enquiry Committee of 1024-25. On the question whether 
the State claimed exclusive proprietary rights over the land 
under Hindu and Mohammadan rule, the Committee quotes 
from the judgment of the Horn bay High Court in a case from 
Kanaia disposed of in 1875 (p- Gl): 

“This review of the autnorities leads us to the conclusion 
arrived ai also (after carelul discussion of the question) by 
Prof. 1J. 1J. Wilson that the proprietary right of the soveieign 
derives no warrant from the ancient laws or institutions of the 
Hindus and is not recognised by Hindu lawyers as exclusive cr 
incompatible with individual ownership.” 

Colonel Galloway, a recognised authority on the subject of 
Indian land tenures under Muhammadan rule, says: 

“The soil was the property of the cultivator as much as it 
could be. Law gave no power, policy gave no motive to 
remove him, so long as he paid his taxes. When he did not, 
his binds could be* attached ; and so can those of the tirsL peer , 
holding by the firmest tenure of the English law. The right 
of the Indian husbandman is the right of possession and of 
transfer; an l the rate of his land-tax was fixed ; often indeed 
the amount. In what respect, then, is his righl of property 
inferior to mat oi the English landholder ?” (Report of the 
Taxation hnquiry Commiitic, p. G2). 

compared to that of other taxes, and his efforts will tend to remedy 
the inequality, and to lay upon olhci classes and interests a more 
equitable share of the fiscal harden, 

*‘1 prefer the latter tendency to the former. So far as it is possible 
to change the Indian fiscal system, it is desirable that the cultivator 
should pay a smaller proportion of the whole national charge. It is 
not in itself a thrifty policy to draw the mass ol revenue from the 
rural districts, where capital is scarce, sparing the towns, where it is 
often redundant and runs lo waste in luxury. The injury is exagger¬ 
ated in the case of India, where so much of the revenue is exported 
without a direct equivalent As India must be bled, the lancet should 
be directed to the parts where the blood is congested, or at least 
sullieient, not to those which are already feeble from the want of it" 
(Lord Salisbury’s Minute, 1875). 
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The Taxation Enquiry Committee concluded : 

“On these two points the Committee are unanimously of 
opinion that, under both Hindu and M oh am mad an rule, the 
State never clamed the absolute or exclusive ownership of the 
land and definitely re< ognised the existence of private prjperty 
in it” (p. 62'. 

Thus the land revenue is not (f tin* nature of rt lit It is 
a tax. Let it be a tax on things ami lo on pei^on-j, but it is 
a tax all the same. 

a tax the land revenue 1 -. nf a verv peculiu nature. It 
is different from the land lax of any other country. In other 
countries, as the Taxation Enquiry Committee pointed out, the 
land tax is levie 1 at a delimit i ite ^pnn i definite basis of 
assessment. The incidence of our land tax on different holdings 
varies very greatly In one ta->r 1 m 1 revenue may take only 
a small fraction of the ‘net imunv hum cultivuinn, m an 
other ca^e it may absorb the wbclc of the Wt income’, and 
even exceed it. 1'here no definite biMscf assessment: it 
may be rentals or net assets. ” J ne rcntils m iv be customary, 
controlled or assumed. r l ht net as^cb miy uk lucle oi exc ude 
the subsistence of tht cultiv itor” f \\ V/b \o definite principles 
govern the rate of a^scssm^nt unpestd it m iv depend on the 
will of the Local Cinvcinm^ni, oi tilt v u w of the s> tth ment 
officer of the economic condiLiun^ of tin tr,ut oi of rhe District 
at the time of settlement, oi on the romutions of ttnancy. 

The Committee aUo drow attention to olIiu a nou-. defects 
of the land revenue system, lhe 1 in 1 lev line the Committee 
said, “viewed as a sent me of uxation, is u u only not pro¬ 
gressive, but actually lends m the upp y-itc* n cnon.” lhe 
land revenue imposes heavu r burdi ns on the pooru Jam! liners. 
But how can a t ix on thing', be m ul projre-^ive ? Tne 
Committee refened lu the cieation uf a very lirgt number 
of uneconomic holding 1 , the hold rs cl which pay land revenue 
which would be inconsiderable if cultivation vvtie incentive or 
on a large scale, but rests as a heavy burden upon a small and 
impoverished holder” (p. 78). 

In European countries and Japan, in aclditu n to a light land- 
tax there are death duties and a tax on ngric uUur tl income. 
Land taxation is thus made progressive on the whole. These 
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